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CONFIDENTIAL 


GENESIS VENTURES, L.P. 

$50,000,000 

LIMITED PARTNERSHIP INTERESTS 

THIS PRIVATE PLACEMENT MEMORANDUM (THE "MEMORANDUM") IS BEING CIRCULATED 
ON A CONFIDENTIAL BASIS TO A LIMITED NUMBER OF SOPHISTICATED INVESTORS FOR 
THE PURPOSE OF EVALUATING AN INVESTMENT IN THE LIMITED PARTNERSHIP INTER¬ 
ESTS (THE "INTERESTS") OF GENESIS VENTURES, L.P (THE "PARTNERSHIP"). THE INFOR¬ 
MATION CONTAINED IN THIS MEMORANDUM IS INTENDED FOR THE EXCLUSIVE USE OF 
THE PERSON TO WHOM IT HAS BEEN FURNISHED AND SOLELY IN CONNECTION WITH HIS 
OR HER CONSIDERATION OF THE PURCHASE OF AN INTEREST IN THE PARTNERSHIP BY 
GENESIS VENTURES MANAGEMENT, L.L.C. ("GENESIS"). BY ACCEPTING DELIVERY OF THIS 
MEMORANDUM, THE RECIPIENT AGREES NOT TO REPRODUCE OR REDISTRIBUTE THE SAME 
(IN WHOLE OR IN PART), AND NOT TO OTHERWISE DIVULGE THE CONTENTS TO ANY PER¬ 
SON OTHER THAN A LEGAL, BUSINESS, INVESTMENT OR TAX ADVISOR WHOSE ADVICE 
HAS BEEN SOUGHT WITH RESPECT TO THE RECIPIENT'S POSSIBLE INVESTMENT IN THE 
PARTNERSHIP. EACH PROSPECTIVE INVESTOR ACCEPTING THIS MEMORANDUM THEREBY 
AGREES TO RETURN IT PROMPTLY UPON REQUEST. 


IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR OWN INVESTI¬ 
GATION OF THE PARTNERSHIP, ITS GENERAL PARTNER, ITS AFFILIATES AND PRINCIPALS, 
THE TERMS OF THE OFFERING AND OTHER MATTERS, INCLUDING THE MERITS AND RISKS 
INVOLVED. EACH PROSPECTIVE INVESTOR IS INVITED TO MEET WITH GENESIS TO ASK 
QUESTIONS OF AND RECEIVE ANSWERS CONCERNING THE TERMS AND CONDITIONS OF 
THIS OFFERING OF THE INTERESTS, THE BACKGROUND OF THE PRINCIPALS AND TO OB¬ 
TAIN ANY ADDITIONAL INFORMATION, TO THE EXTENT SUCH PERSONS POSSESS SUCH 
INFORMATION OR CAN ACQUIRE IT WITHOUT UNREASONABLE EFFORT OR EXPENSE, NEC¬ 
ESSARY TO VERIFY THE INFORMATION IN THIS MEMORANDUM. GENESIS AND ITS AFFILI¬ 
ATES RESERVE THE RIGHT TO MODIFY ANY OF THE TERMS OF THE OFFERING AND THE 
INTERESTS DESCRIBED HEREIN. 


THE CONTENTS OF THIS MEMORANDUM SHOULD NOT BE CONSIDERED TO BE LEGAL OR 
TAX ADVICE AND EACH PROSPECTIVE INVESTOR SHOULD CONSULT WITH HIS OR ITS OWN 
COUNSEL AND ADVISORS AS TO ALL MATTERS CONCERNING AN INVESTMENT IN AN IN¬ 
TEREST. AN INVESTMENT IN THE PARTNERSHIP INVOLVES A HIGH DEGREE OF RISK. SEE 
"CERTAIN RISK FACTORS" DISCUSSED IN THE EXHIBIT. 
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THE INTERESTS ARE OFFERED SUBJECT TO THE RIGHT OF GENESIS TO REJECT ANY SUB¬ 
SCRIPTION IN WHOLE OR IN PART. INVESTMENT IN THE PARTNERSHIP IS LIMITED TO PER¬ 
SONS WHO (i) ARE "ACCREDITED" (AS DEFINED IN REGULATION D UNDER THE SECURI¬ 
TIES ACT OF 1933, AS AMENDED), (ii) HAVE SUCH KNOWLEDGE AND EXPERIENCE IN BUSI¬ 
NESS AND FINANCIAL MATTERS AS WILL ENABLE THEM TO EVALUATE THE MERITS AND 
RISKS OF A PROPOSED INVESTMENT IN THE PARTNERSHIP AND (iii) ARE ABLE TO BEAR 
THE ECONOMIC RISK OF SUCH INVESTMENT AND HAVE SUFFICIENT LIQUID ASSETS SO 
THAT THE ILLIQUIDITY ASSOCIATED WITH THIS INVESTMENT, AND EVEN A COMPLETE 
LOSS THEREOF, WILL NOT CAUSE ANY FINANCIAL DIFFICULTIES FOR THE INVESTOR OR 
AFFECT THE INVESTOR'S ABILITY TO PROVIDE FOR HIS OR HER CURRENT NEEDS AND FI¬ 
NANCIAL CONTINGENCIES. 


IN ORDER TO ASSURE THAT THE OFFERING COMES WITHIN THE APPROPRIATE SECURITIES 
EXEMPTION AND THAT THE INVESTORS ARE PROPERLY QUALIFIED TO INVEST IN THE IN¬ 
TERESTS, EACH INVESTOR WILL BE REQUIRED TO MAKE REPRESENTATIONS (AND AN AC¬ 
COMPANYING INDEMNIFICATION BASED ON SUCH REPRESENTATIONS) TO THE EFFECT 
THAT THE INVESTOR MEETS STRINGENT SUITABILITY STANDARDS SET FORTH IN THIS 
MEMORANDUM. NO INTERESTS WILL BE SOLD TO ANY INVESTOR UNLESS AND UNTIL 
THE INVESTOR HAS RECEIVED THIS MEMORANDUM AND HAS COMPLETED AND DELIV¬ 
ERED THE ACCOMPANYING SUBSCRIPTION DOCUMENTS AND THE GENERAL PARTNER HAS 
ACCEPTED THE INVESTOR'S SUBSCRIPTION ON BEHALF OF GENESIS. 


THE INTERESTS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS 
AMENDED ("THE 1933 ACT"), OR UNDER ANY STATE SECURITIES COMMISSION OR UNDER 
ANY NON-U.S. JURISDICTION AND ARE OFFERED AND SOLD PURSUANT TO THE EXEMP¬ 
TION PROVIDED BY SECTION 4(2) OF THE 1933VCT AND/OR PURSUANT TO RULE 506 OF 
REGULATION D PROMULGATED THEREUNDER, AND APPLICABLE STATE SECURITIES LAW 
EXEMPTIONS. THE INTERESTS ARE SUBJECT TO RESTRICTIONS ON TRANSFERABILITY AND 
RESALE AND MAY NOT BE SOLD, OFFERED FOR SALE, PLEDGED OR HYPOTHECATED IN 
THE ABSENCE OF AN EFFECTIVE REGISTRATION STATEMENT AS TO THE SECURITIES UN¬ 
DER SAID ACT OR AN OPINION OF COUNSEL SATISFACTORY TO GENESIS SUCH THAT SUCH 
REGISTRATION IS NOT REQUIRED. IN ADDITION, SUCH INTERESTS MAY NOT BE SOLD, 
TRANSFERRED, ASSIGNED OR HYPOTHECATED, IN WHOLE OR IN PART, EXCEPT AS PRO¬ 
VIDED IN THE LIMITED PARTNERSHIP AGREEMENT (THE "PARTNERSHIP AGREEMENT") 
REFERRED TO HEREIN. ACCORDINGLY, INVESTORS SHOULD SHOULD BE AWARE THAT THEY 
WILL BE REQUIRED TO BEAR THE FINANCIAL RISKS OF AN INVESTMENT IN THE INTERESTS 
FOR AN INDEFINITE PERIOD OF TIME. THERE WILL BE NO PUBLIC MARKET FOR THE INTER¬ 
ESTS, AND THERE IS NO OBLIGATION ON THE PART OF ANY PERSON TO REGISTER THE 
INTERESTS UNDER THE ACT. 
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THIS MEMORANDUM DOES NOT CONSTITUTE AN OFFER IN ANY JURISDICTION IN WHICH 
AN OFFER AND SALE IS NOT AUTHORIZED OR AN APPLICABLE EXEMPTION FROM REGIS¬ 
TRATION IS NOT AVAILABLE. THE INTERESTS OFFERED HEREBY HAVE NOT BEEN REGIS¬ 
TERED WITH OR APPROVED BY THE UNITED STATES SECURITIES AND EXCHANGE COM¬ 
MISSION OR THE SECURITIES REGULATORY AUTHORITY OF ANY STATE OR NON-US. JURIS¬ 
DICTION, NOR HAS SUCH COMMISSION OR THE REGULATORY AUTHORITY OF ANY STATE 
OR NON-US. JURISDICTION PASSED UPON THE ACCURACY OR ADEQUACY OF THIS MEMO¬ 
RANDUM. THE PARTNERSHIP WILL NOT BE REGISTERED AS AN INVESTMENT COMPANY 
UNDER THE UNITED STATES INVESTMENT COMPANY ACT OF 1940. ANY REPRESENTATION 
TO THE CONTRARY IS A CRIMINAL OFFENSE. 


THIS MEMORANDUM CONTAINS A SUMMARY OF THE PARTNERSHIP AGREEMENT AND 
CERTAIN OTHER DOCUMENTS REFERRED TO HEREIN. HOWEVER, THE SUMMARIES SET 
FORTH IN THIS MEMORANDUM DO NOT PURPORT TO BE COMPLETE AND ARE SUBJECT TO 
AND QUALIFIED IN THEIR ENTIRETY BY REFERENCE TO THE PARTNERSHIP AGREEMENT 
AND SUCH OTHER DOCUMENTS. IN THE EVENT THAT THE DESCRIPTION IN OR TERMS OF 
THIS MEMORANDUM ARE INCONSISTENT WITH OR CONTRARY TO THE PARTNERSHIP 
AGREEMENT OR SUCH OTHER DOCUMENTS, THE PARTNERSHIP AGREEMENT AND SUCH 
OTHER DOCUMENTS SHALL CONTROL. 


CERTAIN ECONOMIC AND MARKET INFORMATION CONTAINED HEREIN HAS BEEN OB¬ 
TAINED FROM PUBLISHED SOURCES PREPARED BY OTHER PARTIES. IN ADDITION, CERTAIN 
INFORMATION RELATING TO THE INVESTMENT PERFORMANCE HAS BEEN DERIVED FROM 
FINANCIAL PORTFOLIO REPORTS OF THIRD PARTIES OBTAINED BY THE PARTNERSHIP. 
WHILE SUCH SOURCES ARE BELIEVED TO BE RELIABLE, THE PARTNERSHIP DOES NOT AS¬ 
SUME RESPONSIBILITY FOR THE ACCURACY OR COMPLETENESS OF SUCH INFORMATION. 


NO OFFERING LITERATURE OR ADVERTISING IN WHATEVER FORM SHALL BE EMPLOYED 
IN THE OFFERING OF THE INTERESTS EXCEPT FOR THIS MEMORANDUM. NO PERSON OTHER 
THAN THE PERSONS NAMED ON THE COVER OF THIS MEMORANDUM HAS BEEN AUTHOR¬ 
IZED TO MAKE ANY REPRESENTATION, OR GIVE ANY INFORMATION, WITH RESPECT TO 
THE INTERESTS, EXCEPT THE INFORMATION IN THIS MEMORANDUM. 
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CERTAIN INFORMATION CONTAINED IN THIS MEMORANDUM CONSTITUTES "FORWARD- 
LOOKING STATEMENTS" WHICH MAY BE IDENTIFIED BY THE USE OF FORWARD-LOOKING 
TERMINOLOGY SUCH AS "MAY," "WILL," "SHOULD," "EXPECT," "ANTICIPATE," "PROJECT," 
"ESTIMATE," "INTEND," "CONTINUE," OR "BELIEVE" OR THE NEGATIVES THEREOF OR 
OTHER VARIATIONS THEREON OR COMPARABLE TERMINOLOGY DUE TO VARIOUS RISKS 
AND UNCERTAINTIES, INCLUDING THOSE SET FORTH UNDER "CERTAIN RISK FACTORS," 
ACTUAL EVENTS OR RESULTS OR THE ACTUAL PERFORMANCE OF THE PARTNERSHIP MAY 
DIFFER MATERIALLY FROM THOSE REFLECTED OR CONTEMPLATED IN SUCH FORWARD- 
LOOKING STATEMENTS. 


THE INFORMATION CONTAINED IN THIS MEMORANDUM IS INTENDED TO BE ACCURATE 
AS OF AUGUST 1999 BUT MAY BE SUBJECT TO CHANGE. THE DELIVERY OF THIS MEMORAN¬ 
DUM (AND ANY SUPPLEMENT) AT ANY TIME DOES NOT IMPLY THAT THE INFORMATION 
HEREIN IS CORRECT AT ANY TIME SUBSEQUENT TO THE DATE OF THE MEMORANDUM (OR 
ANY SUPPLEMENT). THE DELIVERY OF THIS MEMORANDUM OR ANY SUPPLEMENT WILL 
NOT CREATE ANY IMPLICATION UNDER ANY CIRCUMSTANCES THAT THERE HAS BEEN 
NO CHANGE IN THE FACTS SET FORTH IN THE MEMORANDUM OR ANY SUPPLEMENT SINCE 
THE DATE HEREOF. EACH PROSPECTIVE INVESTOR IS URGED TO CHECK WITH THE GEN¬ 
ERAL PARTNER TO DETERMINE WHETHER ANY CHANGE HAS OCCURRED. UPDATED IN¬ 
FORMATION WILL BE MADE AVAILABLE BY THE GENERAL PARTNER UPON REQUEST. 


THE STATE AND NON-U.S. SECURITIES LAW LEGENDS IN THE EXHIBIT ARE INCORPORATED 
HEREIN BY REFERENCE. 
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State of the Market 

Increasing vibrancy of 
technology industry 


Executive Summary 


Genesis Ventures Management, L.L.C. ("Genesis") is establishing Genesis Ven¬ 
tures, L.P. (the "Partnership") to make equity investments in seed and early-stage 
Internet-related software and communications companies ("Portfolio Invest¬ 
ments"). The principals of Genesis, Deepak Moorjani, Aymerik Renard and Michael 
Spindler (the "Principals"), have extensive experience investing in, managing and 
financing technology companies. The Principals, with excellent interpersonal re¬ 
lationships and a history of sourcing and investing together, will take a labor- 
intensive, service-oriented approach in markets where members of the General 
Partner have direct experience. 

The opportunity for seed-stage focused investors results from the changing in¬ 
vestment environment. Traditional venture capital firms, with increasing amounts 
of money under management, can no longer afford to make seed investments; 
increased fund sizes have forced them to shift their investment focus towards 
later-stage investments that require more capital and less time. Formed by an 
experienced team. Genesis seeks to fill this funding gap as professional seed-stage 
investors who invest in high-growth Internet-oriented companies. 

While Genesis will remain opportunistic, the prior investment experience of the 
Principals provide a focused Internet industry knowledge base that is well suited 
to the current venture investment environment. Genesis will typically invest in 
key enabling technology and ecommerce service companies which are more de¬ 
fensible than "dot.com" businesses. This strategy has proven successful as the the 
Principals have invested $13.5 million in fourteen companies, and these invest¬ 
ments now total $133.7 million of which $101.4 million has already been realized. 
Total returns (realized and unrealized) equal an annual IRR in excess of 282%, 
and cash-on-cash returns for all realized investments equal an annual IRR of 387% 
(before management expenses and profit sharing). 

Genesis will focus on seed-stage investments wtih typical initial investments of 
$250,000 to $1,000,000. The Principals aim to acquire 20% of greater stakes in com¬ 
panies with pre-money valuations less than $5 million. In order to ensure that the 
Principals have the sufficient time to work with Portfolio Investments, Genesis 
will average two deals per year per partner. 


the The world is rapidly moving towards the Information Age, and technology mar¬ 
kets are expanding at an unprecedented rate. The Internet has become the revi¬ 
talizing force in the information technology industry and has significantly in¬ 
creased the viability of start-up companies. The Internet, a major technology dis¬ 
location, allows start-up companies to compete effectively with large, established 
companies in ways not previously possible. In this market, attaining enormous 
scale is now more viable than ever, and this phenomenon will continue, particu¬ 
larly as world markets accelerate the adoption of technology. The market for 
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Executive Summary 


Funding gap for start-up 
companies 


VC Fund Size Trends 


Investment Strategy 


technology-related products is still in its infancy, and as the market continues to 
grow, the size and valuations that these companies can attain will continue to 
escalate. 

Despite increasing market opportunities for start-up companies, many traditional 
venture firms are decreasing their focus on seed-stage companies. This shift in 
investment strategy is a direct result of the increasing amounts of institutional 
venture capital available to the venture capital industry. According to Venture 
Economics, venture capital management firms enjoyed a record fund-raising year 
in 1997 with $10 billion in capital commitments to independent venture capital 
firms. This figure represents a 33% increase from the $7.5 billion in 1996, the 
previous record. With more money available, venture capital firms have raised 
larger funds and are forced to pursue later-stage investing. Later-stage investing 
allows firms to utilize the larger amounts of capital available but illustrates one of 
the great paradoxes of venture capital investing: as more money becomes available 
for venture capital investing, less money becomes available for seed-stage companies. 


Firm Previous Fund Current Fund 



Date 

Amount 

Date 

Amount 

Kleiner Perkins 

6/96 

$299m 

5/99 

$550m 

Mayfield 

6/97 

$252m 

6/99 

$450m 

IVP 

5/96 

$187m 

4/98 

$353m 

Oak 

3/97 

$275m 

9/98 

$500m 

Battery 

1/97 

$200m 

3/99 

$400m 

Summit 

6/95 

$61 Om 

1/98 

$ 1,040m 

Average 


$235m 


$550m 


Genesis represents a return to classical venture capital with its people-oriented, 
start-up focus. The guiding investment philosophy of the Partnership is to forge 
long-term mutually beneficial working relationships with management teams and 
to provide a high level of on-going support in the form of time, experience and 
relationships in addition to capital contributions. In the Internet-related software 
and communications arenas, this strategy distinguishes Genesis from other ven¬ 
ture capital partnerships. 

The Partnership believes that there are significant opportunities for venture capi¬ 
tal firms that focus on seed-stage companies. These opportunities are due to the 
increased focus on later-stage investments by the venture community and to the 
increased viability of start-ups in this age of rapid technological development. 
Through management, technology and strategic consulting and high-level industry 
relationships, the Partnership strives to provide entrepreneurs with a substantial 
level of support in the drive to build successful companies. 
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Executive Summary 


Investment Focus 


It is anticipated that the Partnership will purchase significant minority or, in lim¬ 
ited cases, majority positions in portfolio companies with valuations less than $5 
million. Genesis will, on average, consummate two deals per year per partner, an 
investment pace that is well below the industry average. This model ensures that 
Genesis will have the time to respond to the needs of portfolio companies and to 
stay current on the evolving competitive and partner landscape. 

The Partnership expects to be an entrepreneur's preferred start-up partner and 
serve as the lead investor in the inial round of financing. Genesis will typically 
provide seed investments from $250,000 to $1,000,000 to acquire initial equity 
positions at least 20% of a Portfolio Company's equity. With participation in fu¬ 
ture rounds of financing. Genesis is likely to invest a total of $3-$4 million in each 
Portfolio Company, staged over time. Genesis is prepared to participate aggres¬ 
sively in follow-on rounds of equity financing and will assist management in 
identifying co-investors for these rounds. Genesis' goal is to create liquidity within 
five to seven years of an investment, through a public offering, sale, or merger. 

In a sense, the real competition for Genesis is angel investors, but Genesis has the com¬ 
petitive advantage of "active" involvement with management and the ability to stay with 
companies through multiple financing rounds. 

Venture Capital Investments by Stage 

1997 1998 


$ Invested % Total $ Invested % Total 



First 

$3,759 

32.6% 

$3,633 

29.0% 

Second 

$3,180 

27.6% 

$3,955 

31.6% 

Later 

$4,301 

37.3% 

$4,711 

37.6% 

Restart 

$105 

0.9% 

$45 

0.4% 

Total 

$11,532 

100,0% 

$12,532 

1 00.0% 


Source: VentureOne Industry Monitor as of 3 rd Q 1998. Figures for 
1998 are annualized for purposes of comparison. 


Within the information technology sector. Genesis will focus on investments in 
software and communications companies where the Internet is the fundamental 
driver of their business and where the Principals have significant investment ex¬ 
perience. Genesis will typically invest in key enabling technology and ecommerce- 
service companies which are more defensible than "dot.com" businesses. In soft¬ 
ware, areas of significant focus include customer-centric and ecommerce infra¬ 
structure applications as well business-to-consumer and business-to-business 
ecommerce services. In communications. Genesis will capitalize on significant 
trends including the convergence of voice and data networks, the convergence of 
IP and telephony, the provisioning of intelligent network-centric services, and 
the consumerization of the Internet. 
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Executive Summary 

Management 

Experience 


Deal Flow 


Deepak Moorjani 


The Partnership is comprised of a team of three professionals with extensive op¬ 
erating, technical and venture capital experience in the technology sector. As such. 
Genesis will have the unique ability to contribute not just capital, but also direct 
assistance, strategic coaching, recruiting and management support to portfolio 
companies. The management team has: (i) excellent interpersonal relationships 
and a history of sourcing and investing together; (ii) a substantial number of high- 
level relationships in the technology industry; (iii) a strong operating knowledge 
of technology-related businesses; (iv) an ability to add value to portfolio compa¬ 
nies by providing management and strategic guidance; and (v) a wide network of 
relationships with investment banks, accountants, consulting firms and legal firms. 

Members of the General Partner have demonstrated a unique ability to source 
proprietary deal flow. In the past three years, members of the General Partner 
have made fourteen investments with four exits, and annual returns are in excess 
of 100%. Members of the General Partner have been co-investors with a number 
of leading venture capital firms including Brentwood, August Capital, Chase Capi¬ 
tal, JP Morgan, Vanguard, T. Rowe Price and Hambrecht & Quist. Corporate co¬ 
investors have included Microsoft, Intel, Lucent, AT&T, Softbank, Mitsui, NTT 
and Itochu. 

This investment history evidences origination of investment deal flow from a va¬ 
riety of sources, including preexisting relationships with company CEOs and 
founders, leading venture firms, corporate investors and extended networks of 
support professionals including investment bankers, lawyers, consultants and 
accountants. 


Mr. Moorjani was mostly recently an executive with Societe Generale in New 
York (now known as SG Cowen). In this capacity, Mr. Moorjani served as mer¬ 
chant and investment banker and was instrumental in developing his firm's tech¬ 
nology practice in the United States. In the technology area, his past and current 
investments include Entrust (Nasdaq: ENTU), LikeMinds (sold to Andromedia), 
nBand Communications and Epicentric. His advisory clients have included 
Motorola, ST Microelectronics, Electronic Arts and Dassault. Through these ac¬ 
tivities, Mr. Moorjani has developed an extensive network of relationships with 
leading venture capital firms, operating companies, investment banks and com¬ 
mercial banks in the technology sector. 

Previously, Mr. Moorjani was with The Lodestar Group, an investment and mer¬ 
chant banking boutique founded in 1988 by senior executives of Morgan Stanley 
and Merrill Lynch. During this time, Mr. Moorjani worked extensively with the 
Media & Entertainment Group and gained experience in the cable television, tel¬ 
ecommunications and film industries. Mr. Moorjani was also active with The Lode¬ 
star Group's merchant banking effort. He is a graduate of Duke University with 
an AB in economics and philosophy. 
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Executive Summary 


Aymerik Renard 


Michael Spindler 


Mr. Renard is the U.S. investment manager for France Telecom's Innovacom ven¬ 
ture capital division. In this role, he is responsible for sourcing, transacting and 
monitoring seed and early-stage Internet-related investments in the U.S. for one 
of the world's five largest telecommunications companies. Innovacom was 
founded ten years ago and has contributed to the creation and expansion of over 
200 companies including Gemplus Card, Business Objects, Chorus Systems, and 
Coml. In 1996, Mr. Renard launched Innovacom's direct investment program in 
the United States and has since invested in companies such as Fourll Corpora¬ 
tion, Tumbleweed Software, Intershop Communications, eFusion, Cobalt and 
Epicentric. Prior to joining Innovacom, Mr. Renard was business development 
manager for Internet and online services with France Telecom North America 
where he conducted technological, market and strategic analyses. Fie also par¬ 
ticipated in partnership and joint venture negotiations in close collaboration with 
France Telecom's Internet-oriented operational units. 

Mr. Renard is a graduate of Carnegie Mellon with degrees in Information and 
Decision Systems and also Policy and Management. He was recently named to 
the Who's Who of the Internet Community by The Industry Standard and has 
served on the Board of Directors of the Multimedia Services Affiliate Program. 

Mr. Spindler most recently was President, Chief Executive Officer and a Director 
of Apple Computer (Nasdaq: AAPL), the pioneer of the personal computer in¬ 
dustry. In this position, Mr. Spindler held responsibility for all aspects of Apple's 
$10 billion business worldwide. Joining Apple in 1980, he assumed positions of 
increasing responsibility including General Manager Europe, President of Apple 
International, President and COO in 1990, and President and CEO in 1993. He 
joined Apple's Board of Directors in 1991. Prior to Apple, Mr. Spindler held vari¬ 
ous engineering, sales and marketing positions with increasing responsibility at 
Intel Corp, Digital Equipment Corp, Schlumberger AG and Siemens AG. 

Currently, Mr. Spindler is an active seed investor in a number of technology com¬ 
panies including Mayan Networks Inc, WeGain.com Inc, AlcheMe Inc and Selena 
Pharmaceuticals Inc. He is a Director of privately-held NetNote International (Ire¬ 
land) and Libraries for the Future, a non-profit national advocacy organization to 
promote the technological advancement of public libraries. Mr. Spindler has served 
as a Director of Bertelsmann AG, as a member of the International Advisory Board 
of Daimler-Chrysler AG, as a Director of Vidamed Inc (Nasdaq:VIDA) and as a 
member of the Board of Trustees of the American Film Institute in Los Angeles. 
Other notable achievements include executive membership in Computer Systems 
Policy Project (an affiliation of CEOs of leading US computer systems companies) 
and lead member of a US CEO delegation to the 1995 G-7 Global Information 
Policy Conference in Brussels. He has also delivered various keynote addresses 
including the information technology keynote at the 1995 World Economic Fo¬ 
rum in Davos. Mr. Spindler is a graduate of RFH Cologne in Germany with a B.S. 
in Electrical Engineering. 


GENESIS VCJ?tureS Prepared Exclusively for: The Blackstone Group 


11 




CONFIDENTIAL 


Executive Summary 


Advisory Board 


Dr. John Seely Brown 


Professor Edward 
Feigenbaum 


Mr, Leo Hindery 


Genesis Ventures has elected to form an Advisory Board which is expected to 
contribute valuable insight and assistance in sourcing transactions, analyzing in¬ 
dustry trends, building management teams, and augmenting Genesis' network 
of relationships. The Advisory Board will meet on an annual basis and is intended 
to function in a consultative capacity. Individual Advisory Board members will 
provide the General Partner with regular guidance on developing trends and mat¬ 
ters of strategic interest. Advisory Board members will not have any Partnership 
governance duties or responsibilities, but it is anticipated that they will assume 
board of director positions with certain portfolio companies, where appropriate. 


Dr. Brown is the Chief Scientist of Xerox Corporation and the Director of its Palo 
Alto Research Center (PARC). At Xerox, he has been involved in expanding the 
role of corporate research to include such topics as organizational learning, and 
complex adaptive systems. He is a member of the Board of Directors of General 
Instrument, Corning and Varian Associates. Dr. Brown holds a B.S. in Mathemat¬ 
ics and Physics from Brown University and an M.S. in Mathematics and a Ph.D. 
in Computer and Communications Sciences from the University of Michigan. 

Professor Feigenbaum is currently the Kumagai Professor of Computer Science 
and Co-Scientific Director of the Knowledge Systems Laboratory at Stanford Uni¬ 
versity. Previously, Professor Feigenbaum served as Chairman of the Computer 
Science Department and Director of the Computer Center at Stanford University. 
Professor Feigenbaum is a co-founder of IntelliCorp, Teknowledge and Design 
Power Inc., and has served as a Director of Sperry Corporation (Unisys) and as 
Chief Scientist of the United States Air Force from 1994 to 1997. He is currently a 
member of the Advisory Council of the Kansai Silicon Valley Venture Forum. Dr. 
Feigenbaum holds a Ph.D. from Carnegie Mellon University. 

Mr. Hindery is currently the President and CEO of AT&T's Broadband and Inter¬ 
net Services Group, a post that he assumed following AT&T's $55 billion acquisi¬ 
tion of TCI. Formerly, he was President and Director of Tele-Communications, 
Inc. (TCI), the world's largest multiple cable system operator with additional in¬ 
terests in programming, telephony and data service businesses. He is a Director 
of AdAuction.com, @Home Network, Cablevision, Knowledge Enterprises, and 
TD Waterhouse Securities, among others and was named one of the Top 25 Ex¬ 
ecutives of 1998 by BusinessWeek magazine. Mr. Hindery graduated with honors 
from Stanford University's Graduate School of Business and with honors from 
Seattle University. 
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Executive Summary 

Mr, Brian O'Higgins 


Dr. Doug Solomon 


Strategic Partner 


Mr. O'Higgins is Founder, Executive Vice President, Chief Technology Officer, 
and a Director of Entrust (Nasdaq: ENTU). Mr. O'Higgins co-founded Entrust in 
1993 as Nortel Secure Networks and built it into the leading provider of public- 
key infrastructure products. In the most recent twelve months. Entrust had rev¬ 
enues of $65 million and a market capitalization in excess of $1 billion. The Com¬ 
pany was recognized by The Red Herring as one of the top 50 private technology 
companies of 1997 and has won numerous awards from publications including 
Network Computing, Network Magazine and Network World. Mr. O'Higgins 
received a bachelor's degree in electrical engineering from Carleton University in 
Ottawa, Canada. 

Dr. Solomon is currently Vice President of Advanced Development at Paul Allen's 
Interval Research, a laboratory that explores new market opportunities at the in¬ 
tersection of technology and popular culture. Previously, he was Senior Vice- 
President, Strategic Planning and Corporate Development at Apple Computer 
where he was responsible for mergers and acquisitions, investments, strategic 
planning, major alliances, and technology licensing. Dr. Solomon holds a Ph.D. 
in Communication Research from Stanford University. 


France Telecom, one of the world's leading communications companies with rev¬ 
enues in excess of $25 billion, is investing in Genesis Ventures via Innovacom, its 
venture capital subsidiary. Innovacom will be a Special Limited Partner in Gen¬ 
esis and is forming a strategic relationship with the Partnership to access the Part¬ 
nership's insights, relationships and deal flow in the United States. Via Innovacom, 
France Telecom will provide the Partnership with access to external commerciali¬ 
zation of its research in the U.S., assist the Partnership in evaluating technologies, 
products and markets relevant to the Partnership's current or prospective portfo¬ 
lio companies, share insights with the Partnership on technology developments, 
explore corporate partnerships with the Partnership's portfolio companies, and 
co-invest with the Partnership. While France Telecom will not participate in Part¬ 
nership management, the strategic relationship with France Telecom is intended 
to provide the Partnership with attributes and resources that will enhance the 
Partnership's internal capabilities in ways meaningful to the Partnership's over¬ 
all performance. 
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Demonstrated Technology 
Investment Performance 


Accelerating Importance of 
Technology Sector 


Unique Seed-Stage Focused 
Venture Capital Fund 


Investment Considerations 


The Principals have, individually and collectively, demonstrated an ability to gen¬ 
erate attractive returns in the technology private equity market. The Principals 
have participated in the sourcing, transacting, and monitoring of fourteen com¬ 
panies with four exits in recent years, and the Principals' experience has been 
primarily focused on seed and early-stage investing in Internet-related software 
and communications companies. The Principals have invested $13.5 million in 
fourteen companies, and these investments now total $133.7 million of which 
$101.4 million has already been realized. Total returns (realized and unrealized) 
equal an annual IRR in excess of 282%, and cash-on-cash returns for all realized 
investments equal an annual IRR of 387% (before management expenses and profit 
sharing). 

Technology is one of the largest and most rapidly growing sectors of the economy. 
The widespread adoption of the Internet has revolutionized the manner in which 
organizations communicate and conduct business, and technology is firmly em¬ 
bedding itself into the fabric of the economy and society. Genesis is being formed 
at a time when technology is taking an accelerating importance in the U.S. 
economy; according to U.S. Department of Commerce estimates, technology rev¬ 
enues have grown approximately 15% per year since 1993, roughly five times the 
growth rate of the rest of the U.S. economy. Now accounting for approximately 
8.2% of U.S. GDP, information technology is more than a tool of automation and 
has become the actual foundation for growth changing the basis for economic 
value from resource scarcity to knowledge and innovation. 

Many venture funds have taken advantage of the favorable market environment 
to raise larger and larger funds; however, the greater amounts of money have 
forced these firms to pursue capital-intensive later-stage investing. Venture capi¬ 
tal, a specialized type of money management, is a business that scales very well; 
simply, there are economic incentives to raise larger funds. With larger funds, 
managers have greater amounts of guaranteed income given the fixed nature of 
the management fee. Venture managers also lower their investment risk by in¬ 
vesting in later-stage companies when much of the risk (management, market 
and technology) has been eliminated, and an exit is more -00 immediacies such, 
seed-stage investments are increasingly ignored by traditional venture capital firms 
and account for only 2%, or $250 million, of total annual investments. Wh this 
funding gap, there is an opportunity for a new class of professional seed-stage 
venture funds. In a sense, the real competition for Genesis is angel investors, but 
Genesis has the competitive advantage of "active" involvement with manage¬ 
ment coupled with the ability to stay with companies through multiple financing 
rounds. 
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Investment 

Considerations 

Favorable and highly 
targeted investment focus 


Emphasis on Value-Added 
Investing 


Led by a seasoned and 
complementary team 


CONFIDENTIAL 


Within the information technology sector. Genesis will invest in software and 
communications companies that leverage the power of the Internet. The recent 
evolution of the Internet and advanced networks provide an attractive medium 
for communications and commerce due to their global reach, accessibility, reli¬ 
ance on open standards, and real-time nature. The Internet is rapidly becoming a 
critical medium for collecting and exchanging information and conducting com¬ 
merce, presenting huge opportunities in the software and communications are¬ 
nas. As these markets continue to expand at unprecedented rates, the potential to 
build large, highly valuable enterprises increases exponentially, especially with 
the continued internationalization of technology markets. 

Genesis represents a return to classical venture capital with its people-oriented, 
start-up focus. With a pool of capital smaller than the industry average, the Part¬ 
nership is structured so that its partners are not pressured simply "to put money 
to work." Rather, the Partnership's priority is to assist its portfolio companies 
with high levels of support. As a partner with portfolio companies. Genesis will 
collaborate on strategic, operating, and recruiting issues and provide a network 
of pertinent industry contacts, critical resources for portfolio companies. The Part¬ 
nership will focus on seed-stage investments in areas where it has proven experi¬ 
ence as well as relationships and expertise. Genesis will limit the number of in¬ 
vestments it makes and will, on average, consummate two deals per year per 
partner, well below the industry average. This model ensures that Genesis will 
have the time to respond to the needs of portfolio companies and to stay current 
on the evolving competitive and partner landscape. 

Genesis is comprised of three high-energy individuals with a unique marriage of 
venture capital, operating and financial experience in the technology sector. This 
combination of experience provides a more balanced view of the issues facing 
facing start-ups. In the venture capital arena, the Principals have a unique breadth 
of experience in all stages of venture capital investing from individual angel in¬ 
vesting to late-stage investing. This breadth of experience is a competitive advan¬ 
tage and provides a better perspective of the full lifecycle of start-ups and how 
companies must be positioned for successful follow-on rounds. With extensive 
prior experience investing in Internet-related software and communications start¬ 
ups, the Principals possess a focused industry knowledge base that is well suited 
to the current venture investment environment. This experience will allow the 
management team to quickly establish the Genesis "brand" among the start-up 
community, a community that is typically hesitant to work with unproven ven¬ 
ture capitalists. The Principals have been users of computing and networks since 
the late 1970s and early 1980s, providing a unique sense of industry history and 
long-term perspective. The Principals also have a unique competitive advantage 
in that they possess significant international experience and relationships in Eu¬ 
rope and Asia and understand that the proliferation of technology is a global 
phenomenon. 
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Investment 

Considerations 

Proven ability to generate 
proprietary deal flow 


Increasing Viability of Start¬ 
ups 


Distinct team-based invest¬ 
ment approach 


CONFIDENTIAL 


The Principals have demonstrated a unique ability to source proprietary deal flow 
and have co-invested with a number of leading venture capital firms including 
Brentwood, August Capital, Chase Capital, JP Morgan, Vanguard, T. Rowe Price 
and Hambrecht & Quist. Corporate co-investors have included Microsoft, Intel, 
Lucent, AT&T, Softbank, Mitsui, NTT and Itochu. This investment history evi¬ 
dences origination of investment deal flow from a variety of sources, including 
preexisting relationships with company CEOs and founders, leading venture firms, 
corporate investors and extended networks of support professionals, including 
lawyers, consultants, accountants, and investment bankers. 

Despite a decreasing focus on seed-stage investments by the venture community, 
the Internet, a 25-year overnight success, has become the revitalizing force in the 
information technology industry and has significantly increased the viability of 
start-up companies. It is a major technology discontinuity that allows start-up 
companies to compete effectively with large, established companies in ways not 
previously possible. In fact, the Internet creates significant competitive advan¬ 
tages for start-up companies. Unlike large, established companies, start-ups are 
unencumbered by "legacy" issues that typically hinder established companies. 
The market for technology-related products is still in its infancy, and as the mar¬ 
ket continues to grow, the size and valuations that these companies can attain 
will continue to escalate. In this market, attaining enormous scale is now more 
viable than ever, and this phenomenon will continue, particularly as world mar¬ 
kets accelerate technology adoption. 

The Principals form an excellent team with a history of sharing deal flow and 
jointly consummating investments. This ability to work together is an essential 
and unique aspect of the Genesis approach. With excellent interpersonal dynam¬ 
ics, Genesis will operate as a team, not as a collection of individuals, and invest¬ 
ments will require unanimous consent. The Partnership believes that every mem¬ 
ber of the firm has a unique and valuable perspective, and as such, intends to 
have each member of the Partnership involved with each portfolio company, to 
the extent practicable. Genesis has witnessed other venture firms whose partners 
operate as individuals and often compete for resources, and the Partnership be¬ 
lieves that this is a less than optimal way to serve portfolio companies. This col¬ 
laborative approach fundamentally provides a better architecture for portfolio 
companies who will benefit from having access to the combined and distinct re¬ 
sources of the firm. 
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State of the Venture Market 


The venture capital industry is a specialized sector within the private equity mar¬ 
kets, investing approximately $16 billion in 1998 in the United States. Venture 
capital is commonly viewed as high risk capital involved in the formation and 
launch of new companies with innovative technologies, and seed capital is con¬ 
sidered synonymous with venture capital. In reality, seed capital is a small niche 
within the venture capital industry, and seed investments account for only about 
2% of this amount, or $250 million annually. Several factors have limited the 
availability of seed stage capital: 

• More capital has been concentrated in fewer hands over the years. Many 
institutional investors that invest in venture capital funds want to invest at 
least $10 million in a fund and be no more than 10% of the fund's capital, 
thereby limiting their focus to funds of $100 million or more. Smaller institu¬ 
tions also perceive safety in investing in large funds. When a fund has $100 
million under management, there is a natural gravitation to less-risky later 
stage deals, since they are more capital intensive. 


VC Fund SizeT rends 


Firm Previous Fund Current Fund 



Date 

Amount 

Date 

Amount 

Kleiner Perkins 

6/96 

$299m 

5/99 

$550m 

Mayfield 

6/97 

$252m 

6/99 

$450m 

IVP 

5/96 

$187m 

4/98 

$353m 

Oak 

3/97 

$275m 

9/98 

$500m 

Battery 

1/97 

$200m 

3/99 

$400m 

Summit 

6/95 

$610m 

1/98 

$ 1,040m 

Average 


$235m 


$550m 


• Seed-stage investing requires a lot of work. Seed investments are more peo¬ 
ple intensive than capital intensive; they demand more from the investment 
team than the traditional monitoring approach used for later-stage invest¬ 
ments. These projects typically have an incomplete or inadequate manage¬ 
ment team, an unproven technology, incomplete marketing or distribution 
plans and inadequate business or operational plans. Seed-stage companies 
need smaller amounts of capital to reach early milestones, and they require 
the active involvement of the investor to help fill the gaps in the founding 
management team. 
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State of the Venture 
Market 


The Result 


CONFIDENTIAL 


• Seed-stage investing presents difficulties for follow-on fundraising. While 
venture capital partnerships have a life of ten years, the life of funds under 
management typically overlap, and the general partner raises a new fund 
every two to four years. A later stage investment opportunity takes two to 
four years from investment to exit on average, whereas an seed stage com¬ 
pany takes five to seven years to mature. If a fund plans to raise a successor 
fund in two to four years, the decline in the value of the fund's net assets is 
likely to be deeper with a seed-stage fund. The old adage in the venture capi¬ 
tal industry is that the lemons ripen quicker than the plums. Failures occur in 
the early years of the investment's life, whereas the horizon to a successful 
exit is considerably longer. Thus, the decline in value early in the fund life is 
deeper while the long-range values are greater. Also, the fund is more likely 
to have an exit(s) to show to prospective investors with a later-stage focus. 


There is a funding gap for start-up companies. Despite increasing market op¬ 
portunities for startup companies, many traditional venture firms are decreasing 
their focus on early-stage companies. This shift in investment strategy is a direct 
result of the increasing amounts of institutional venture capital available to the 
venture capital industry. Venture capital management firms enjoyed a record 
fundraising year in 1997 with $10.4 billion in capital commitments to independ¬ 
ent venture capital firms (The Private Equity Analyst). This figure represents a 
58% increase from the $6.6 billion in 1996, the previous record (the figure was $4.7 
billion in 1995). With more money available, venture capital firms have raised 
larger funds and are forced to pursue later-stage investing. Later-stage investing 
allows firms to utilize the larger amounts of capital available but illustrates one of 
the great paradoxes of venture capital investing: as more money becomes available 
for venture capital investing, less money becomes available for seed-stage companies. 


Venture Capital Investments by Stage 
1997 1998 


$ Invested % Total $ Invested % Total 



First 

$3,759 

32.6% 

$3,633 

29.0% 

Second 

$3,180 

27.6% 

$3,955 

31,6% 

Later 

$4,301 

37.3% 

$4,711 

37.6% 

Restart 

$105 

0.9% 

$45 

0.4% 

Total 

$11,532 

100.0% 

$12,532 

100.0% 


Source: VentureOne Industry Monitor as of 3 d Q 1998. Figures for 
1998 are annualized for purposes of comparison. 


GENESIS PC fit fires Prepared Exclusively for: The Blackstone Group 


18 








State of the Venture 
Market 


The Opportunity 


GENESIS ventures 


CONFIDENTIAL 


The opportunity for seed-stage investors results from the changing investment 
environment. Despite increasingly vibrant technology markets, there is increas¬ 
ingly less professional money available for seed-stage companies. Traditional 
venture capital firms, with increasing amounts of money under management, 
have a declining ability to make seed investments; increased fund sizes have forced 
them to shift their investment focus towards later-stage investments that require 
more capital and less time.This underserved investment segment creates an op¬ 
portunity for Genesis, a venture fund focused on developing Internet seed-stage 
companies. 

Despite the unfavorable start-up funding environment, there is increasing vibrancy 
of the technology industry. The world is rapidly moving towards the Informa¬ 
tion Age, and technology markets are expanding at an unprecedented rate. Ac¬ 
cording to U.S. Department of Commerce estimates, revenues from U.S. technol¬ 
ogy companies were an estimated $950 billion in 1998. Technology sector rev¬ 
enues grew at an estimated rate of 15% per year since 1993, roughly five times the 
growth rate of the rest of the U.S. economy. In 1998, technology comprised an 
estimated 8.2% of U.S Gross Domestic Product ("GDP"), up from 6.1% in 1990 
and 4.5% in 1980. Increased capital spending on technology products and serv¬ 
ices is expected to drive 12% annual growth in technology sector revenues through 
2001. 


Technology as Percentage of US GDP 



1977 1980 1985 1990 1993 1998E 


The Internet has become the revitalizing force in the information technology in¬ 
dustry and has significantly increased the viability of start-up companies. The 
Internet is a major technology dislocation that allows start-up companies to com¬ 
pete effectively with large, established companies in ways not previously possi¬ 
ble. In this market, attaining enormous scale is now more viable than ever, and 
this phenomenon will continue, particularly as world markets accelerate technol¬ 
ogy adoption. The market for technology-related products is still in its infancy, 
and as the market continues to grow, the size and valuations that these compa¬ 
nies can attain will continue to escalate. 

As professional seed-stage investors. Genesis seeks to fill this funding gap in or¬ 
der to develop high-growth Internet-related software and communications com¬ 
panies. With its focus and experience. Genesis will actively assist entrepreneurs 
who have the ideas and experience to build industry-leading companies. 
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CONFIDENTIAL 


Strategy 


Implementation 


Strategy and Implementation 


Genesis represents a return to classical venture capital with its people-oriented, 
start-up focus. The guiding investment philosophy of the Partnership is to create 
new companies that capitalize on market needs and demands in the Internet- 
related software and communications industries. In this regard, the Partnership 
seeks to forge long-term mutually beneficial working relationships with manage¬ 
ment teams and to provide a high level of on-going support in the form of time, 
experience and relationships in addition to capital contributions. 

The Partnership believes that there are significant opportunities for venture capi¬ 
tal firms that concentrate activities on seed-stage companies. These opportunities 
are due to the increased focus on later-stage investments by the venture commu¬ 
nity and to the increased viability of start-ups in this age of rapid technological 
development. Through management and strategic guidance, the Partnership 
strives to provide entrepreneurs with a substantial level of support in the drive to 
build successful companies. The Partnership will also seek to include a number 
of large, technology corporations as limited partners. This Corporate Partner pro¬ 
gram shall assist the Partnership to provide ongoing support to its portfolio com¬ 
panies thereby increasing the likelihood of Portfolio Company success. It estab¬ 
lishes a framework for enhancing fund returns while at the same time providing 
strategic development opportunities for the Corporate Partners. 

The Partnership will distinguish itself from other venture capital funds by its 
investment focus. First, Genesis will focus on initial and follow-on investments 
in seed-stage projects, because excellent returns are possible from such invest¬ 
ments. Second, Genesis will increase portfolio companies' success rates by in¬ 
vesting the partners' time, skills and resources. Third, Genesis will primarily in¬ 
vest in technology-based companies that match the partners' experience and ability 
to add value. Fourth, Genesis will invest primarily in companies on the West 
Coast to facilitate the ability of the partners to work closely with portfolio compa¬ 
nies as they develop. 

It is anticipated that the Partnership will purchase significant minority or, in lim¬ 
ited cases, majority positions in portfolio companies with valuations less than $5 
million. The Partnership expects to be the entrepreneur's preferred start-up part¬ 
ner and serve as the lead investor. Seed investments will typically range from 
$250,000 to $1,000,000 for initial equity positions of at least 20% of a portfolio 
company's equity. With participation in future rounds of financing. Genesis is 
likely to invest a total of $3-$4 million in each portfolio company, staged over 
time. Genesis is prepared to participate aggressively in follow-on rounds of eq¬ 
uity financings and will assist management in identifying co-investors for these 
rounds. Genesis will aim for liquidity within five to seven years, through a public 
offering, sale, or merger. 
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Strategy and 
Implementation 


Genesis Ventures aims to be the first investor in its portfolio companies, profes¬ 
sional or otherwise, and Genesis will target seed-stage projects because the re¬ 
turns from successful seed-stage investments can be several times higher than 
later-stage investments. Even though the potential for higher returns is generally 
recognized, relatively few venture capital funds focus primarily on such invest¬ 
ments, since successfully managing the risks of seed-stage investments demands 
more from the investment management team than the traditional monitoring 
approach used for later-stage investments. Selecting the targets requires greater 
care and investment discipline, and implementing the supportive investment proc¬ 
ess requires more hands-on, day-to-day involvement. 


Annualized Pooled Returns Fund Type 1-year 3-year 5-year 10-year 


Early/Seed 

18.6% 

43.4% 

31.4% 

19.0% 

Diversified Venture 

5.3% 

28.5% 

24.5% 

15.4% 

Late Stage Venture 

9.4% 

25.3% 

28.1% 

21.6% 

All Venture 

9.6% 

32.2% 

26.7% 

16.8% 

All Buyouts 

16.4% 

18.1% 

19.1% 

1 7.0% 

Mezzanine 

5.1% 

9.7% 

11.1% 

10.0% 

All Private Equity 

14.3% 

22.4% 

21.7% 

16.9% 


Source: Venture Economics. Returns as of the period ending September 30, 1998 


Genesis will, on average, consummate two deals per year per partner, well below 
the industry average. This model ensures that Genesis will have the time to re¬ 
spond to the needs of portfolio companies and to stay current on the evolving 
competitive and partner landscape. As a partner with portfolio companies. Gen¬ 
esis will collaborate on strategic, operating, and recruiting issues and provide a 
network of pertinent industry contacts which are critical resources for portfolio 
companies. Genesis will also provide introductions to banks, leasing companies, 
and, when appropriate, investment bankers for additional financing needs. 
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Strategy and 
Implementation 


Selecting seed-stage projects requires great skill. All ventures will be evaluated 
on the merits of management, marketplace, and technology and also on how well 
the incubation process can offset the risks. As an active investor in the technology 
sector. Genesis will team with entrepreneurs who have the vision to create and 
lead enterprises that: 

• Exploit major industry trends 

• Can be leaders in their markets 

• Have proprietary product technology with compelling competitive advan¬ 
tages 

• Have clear return on investment leverage 

• Can be financed easily after a successful seed financing 

• Require moderate amounts of capital 

• Have the types of risks that can be mitigated during the incubation stage 

At the time of the initial investment decision, a project may be little more than an 
intriguing idea, an exciting technology or a capable entrepreneur. Such projects 
generally lack one or more key elements that traditional venture investors look 
for and that are necessary for eventual success. For example, a seed stage project 
will often have one or more of the following characteristics: 

• An incomplete or inadequate management team 

• An unproven technology 

• Incomplete marketing or distribution plans 

• Inadequate business and operational plans 

Through the incubation process. Genesis will provide the expertise and attention 
necessary to allow its portfolio companies to overcome these inadequacies. 


The Investment Process Each investment is viewed as a long-term association with a company, spanning 

five to ten years. Therefore, considerable effort is expended on evaluating the 
market, the technology, and the business strategy and insuring that there will be 
a good working relationship with the entrepreneurs. It is important to work with 
entrepreneurs that also view investors and board members as valuable resources. 

When an idea, technology or entrepreneur shows promise, the first step is to ex¬ 
plore fully the opportunity. In some cases, small amounts of capital may be used 
to finance the particular exploration goals prior to a formal seed financing, fur¬ 
ther ensuring the viability of the business with concomitant investment risk re¬ 
duction. Genesis will make its seed-stage financing commitment only after the 
entrepreneurial team and Genesis are convinced of the project's potential. 

The second step of the investment process is to articulate clearly on the goals to 
be accomplished during the seed-stage. Once the goals are articulated. Genesis' 
partners, the company's management and other professionals work together as a 
team to accomplish these goals. 
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Strategy and 
Implementation 


Typically, the seed-stage is a 6 to 9 month process. This process ends when the 
company is sound enough to succeed without the support structure provided by 
Genesis Ventures and is able to attract follow-on venture capital financing. By the 
end of the process, portfolio companies will have 

• Proven the technology 

• Demonstrated the product concept and design 

• Positioned the product and the company in the marketplace 

• Developed strategic and operational plans to reflect a viable business 
model 

• Completed the management team 

The final step in the seed-stage is to provide for further funding. The Partnership 
will organize a syndicate of other venture capital funds to participate in funding 
the next stage, usually known as first-round financing. This downstream financ¬ 
ing syndication is a critical element in the success of seed-stage investing. Genesis 
will typically introduce projects in their earliest stages to other major venture 
capital firms (including previous venture and corporate co-investors) to facilitate 
first-round investment. Upon completion of the financing, the portfolio company 
will have successfully emerged from the seed-stage and established a more con¬ 
ventional venture capital relationship with Genesis. 
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Exposure to High- 
Quality Investment 
Opportunities 


Careful Selection of 
Investments 


Key Success Factors 


To ensure success, a seed-stage venture capital fund must 

• Be exposed to a flow of high-quality investment opportunities 

• Be selective in its investments 

• Provide focus, guidance and managerial assistance to its seed projects 

• Have access to capital for follow-on company financings 

• Provide ongoing company monitoring and guidance 

Genesis Ventures has the expertise, commitment and structure to address these 
requirements. 


Genesis has several advantages in securing proprietary exposure to high-quality 

investment opportunities. 

• Members of the General Partner have developed relationships with entrepre¬ 
neurs and executives throughout Silicon Valley through their association with 
existing and prior portfolio companies, other venture capital funds, and prior 
employment at venture capital firms. 

• Fewer established venture firms compete for seed-stage investments. Given 
the escalation in venture fund sizes, it is no longer efficient for established 
funds to focus on seed-stage investments. 

• Genesis' location in Silicon Valley results in high exposure to entrepreneurial 
activity. In this region, more venture-backed companies are formed each year 
than in any other region. 


Selecting portfolio companies may seem an obvious critical factor in the success 
of seed-stage venture capital funds. However, it requires that the Partnership's 
management team understand the potential for a company's success given ad¬ 
equate development without focusing on the conspicuous flaws and defects of 
seed-stage venture project. This potential is resident in relatively few opportuni¬ 
ties. The partners of Genesis have invested in only a small fraction of the poten¬ 
tial investment opportunities presented to them, a model of selectivity that Gen¬ 
esis intends to continue. 

Genesis believes that success depends on creating and developing enterprises 
that can attain a defensible market leadership position with reasonable resources. 
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Key Success Factors 


Focus, Guidance and 
Managerial Assistance 


Access to Capital for 
Follow-on Company 
Financings 


The competitive advantage should be a significant quantifiable economic advan¬ 
tage (better, cheaper, faster, etc.). Genesis will look for meaningful barriers to com¬ 
petitive entry so that the advantage can be sustained. The most successful com¬ 
panies usually develop a technology, product, or service that opens a new mar¬ 
ket, or they restructure an existing industry in which the incumbent leaders have 
been slow to react. Genesis recognizes and understand emerging technologies 
and market trends and invests in companies poised to leverage opportunities 
inherent in those trends. 

Because uncertainties surround seed-stage investments. Genesis will often fol¬ 
low an incremental investment policy. The partners will work closely with entre¬ 
preneurs to explore the dimensions of the opportunity. When both the entrepre¬ 
neurs and Genesis are satisfied with the definition of the opportunity and have a 
clear understanding of what needs to be accomplished during the first six to nine 
months of the project, the Partnership will commit to seed-round financing. Of¬ 
ten this commitment will involve incremental funding contingent upon accom¬ 
plishing agreed upon milestones. 


Successful entrepreneurs generally have an overriding sense of optimism, self- 
confidence, drive and creativity. They are rarely individuals of broad general- 
managerial background. They are frequently technically oriented and possess a 
particular insight, and they infrequently appreciate marketing and other func¬ 
tional specialties necessary for company success. This is particularly true in seed- 
stage situations. 

To increase a seed-stage company's chance of success, it is necessary to provide 
constructive counsel and value-added support during the early months of a new 
company's development. Typically, the Partnership will devote the equivalent of 
one full-time partner with each company. This intensive commitment limits the 
number of investments that the Partnership will make each year but increases the 
likelihood that each investment will succeed. 


Seed-stage companies often fail because they lack the ability to attract first-round 
financing after the seed investment. Recognizing this limitation of tradition seed 
funds. Genesis has been structured to participate in future financing rounds be¬ 
yond the seed stage. Genesis is prepared to participate aggressively in follow-on 
rounds of equity financings and will assist management in identifying co-inves¬ 
tors for these rounds. It will also introduce its projects to other venture capital 
firms at an early stage, often before making its own seed-stage investment com¬ 
mitment. Genesis will also provide introductions to banks, leasing companies, 
and, when appropriate, investment bankers for additional financing needs. 
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Key Success Factors 


Ongoing Company 
Monitoring and 
Guidance 


Beyond the seed stage. Genesis intends to maintain an active position in its com¬ 
panies through financial investment and active participation on the boards of 
directors. Genesis is committed to building strong boards of directors for its com¬ 
panies, thereby increasing the chances for portfolio company success. After incu¬ 
bation, Genesis will assist its portfolio companies with strategic and policy deci¬ 
sions, as well as providing them with perspective on many external factors that 
influence the growth of emerging companies. Genesis will continue to make in¬ 
troductions at high levels with prospective business partners, as well as helping 
with referrals to required professional service providers - legal, financial and op¬ 
erational. 
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Management 

Experience 


Deal Flow 


Management 


Genesis is comprised of a team of three professionals with extensive venture capital, 
operating, and financial experience in the technology sector. As such. Genesis 
will have the unique ability to contribute not just capital, but also direct assist¬ 
ance, strategic coaching, and management support to portfolio companies. The 
management team has: (i) excellent interpersonal relationships and a history of 
sourcing and investing together; (ii) a substantial number of high-level relation¬ 
ships in the technology industry; (iii) a strong operating knowledge of technol¬ 
ogy-related businesses; (iv) an ability to add value to portfolio companies by 
providing management and strategic guidance; and (v) a wide network of rela¬ 
tionships with investment banks, accountants, consulting firms and legal firms. 


Members of the General Partner have demonstrated a unique ability to source 
proprietary deal flow. In the past three years, the management team has made 
fourteen investments with four exits, and annual returns are in excess of 100%. 
Members of the General Partner have been co-investors with a number of leading 
venture capital firms including Brentwood, August Capital, Chase Capital, JP 
Morgan, Vanguard, T. Rowe Price and Hambrecht & Quist. Corporate co-inves¬ 
tors have included Microsoft, Intel, Lucent, AT&T, Softbank, Mitsui, NTT and 
Itochu. 

This investment history evidences origination of investment deal flow from a 
variety of sources, including pre-existing relationships with company CEOs and 
founders, leading venture firms, corporate investors and extended networks of 
support professionals. Similarly, the Partnership's advisory and investment bank¬ 
ing experience demonstrates access from a broad range of contacts and relation¬ 
ships with company executives, lawyers, consultants, accountants, and invest¬ 
ment bankers. 
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Mr. Moorjani was mostly recently an executive with Societe Generale in New 
York (now known as SG Cowen). In this capacity, Mr. Moorjani served as mer¬ 
chant and investment banker and was instrumental in developing his firm's tech¬ 
nology practice in the United States. In the technology area, his past and current 
investments include Entrust (Nasdaq: ENTU), LikeMinds (sold to Andromedia), 
nBand Communications and Epicentric. His advisory clients have included 
Motorola, ST Microelectronics, Electronic Arts and Dassault. Through these ac¬ 
tivities, Mr. Moorjani has developed an extensive network of relationships with 
leading venture capital firms, operating companies, investment banks and com¬ 
mercial banks in the technology sector. 

Previously, Mr. Moorjani was with The Lodestar Group, an investment and mer¬ 
chant banking boutique. Lodestar was founded in 1988 by senior executives of 
Morgan Stanley and Merrill Lynch. During this time, Mr. Moorjani worked exten¬ 
sively with the Media & Entertainment Group and gained experience in the cable 
television, telecommunications and film industries. Mr. Moorjani was also active 
with The Lodestar Group's merchant banking effort. He is a graduate of Duke 
University with an AB in economics and philosophy. 


Mr. Renard is the U.S. investment manager for France Telecom's Innovacom ven¬ 
ture capital division. In this role, he is responsible for sourcing, transacting and 
monitoring early-stage Internet-related investments in the U.S. for one of the 
world's five largest telecommunications companies. Innovacom was founded ten 
years ago and has contributed to the creation and expansion of over 200 compa¬ 
nies including Gemplus Card, Business Objects, Chorus Systems, and Coml. In 
1996, Mr. Renard launched Innovacom's direct investment program in the United 
States and has since invested in companies such as Fourll Corporation, 
Tumbleweed Software, Intershop Communications, eFusion, Cobalt and 
Epicentric. Prior to joining Innovacom, Mr. Renard was business development 
manager for Internet and online services with France Telecom North America 
where he conducted technological, market and strategic analyses. He also par¬ 
ticipated in partnership and joint venture negotiations in close collaboration with 
France Telecom's Internet-oriented operational units. 

Mr. Renard is a graduate of Carnegie Mellon with a degree in Information and 
Decision Systems and also Policy and Management. In 1998, he was named to 
the Who's Who of the Internet Community by The Industry Standard and has 
served on the Board of Directors of the Multimedia Services Affiliate Program. 
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Dr. John Seely Brown 


Mr.Spindler most recently was President, Chief Executive Officer and a Director 
of Apple Computer (Nasdaq: AAPL), the pioneer of the personal computer in¬ 
dustry. In this position, Mr.Spindler held responsibility for all aspects of Apple's 
$10 billion business worldwide. Joining Apple in 1980, he assumed positions of 
increasing responsibility including General Manager Europe, President of Apple 
International, President and COO in 1990, and President and CEO in 1993. He 
joined Apple's Board of Directors in 1991. Prior to Apple, Mr. Spindler held vari¬ 
ous engineering, sales and marketing positions at Intel Corp, Digital Equipment 
Corp, Schlumberger AG and Siemens AG. 

Currently, Mr. Spindler is an active seed investor in a number of technology com¬ 
panies including Mayan Networks Inc, WeGain.com Inc, AlcheMe Inc and Selena 
Pharmaceuticals Inc. He is a Director of privately-held NetNote International (Ire¬ 
land) and Libraries for the Future, a non-profit national advocacy organization to 
promote the technological advancement of public libraries. Mr.Spindler has served 
as a Director of Bertelsmann AG, as a member of the International Advisory Board 
of Daimler-Chrysler AG, as a Director of Vidamed Inc (Nasdaq:VIDA) and as a 
member of the Board of Trustees of the American Film Institute in Los Angeles. 
Other notable achievements include executive membership in Computer Systems 
Policy Project (an affiliation of CEOs of leading US computer systems companies) 
and lead member of a US CEO delegation to the 1995 G-7 Global Information 
Policy Conference in Brusseus. He has also delivered various keynote addresses 
including the information technology keynote at the 1995 World Economic Fo¬ 
rum in Davos. Mr.Spindler is a graduate of RFH Cologne in Germany with a B.S. 
in Electrical Engineering. 


Genesis Ventures has elected to form an Advisory Board which is expected to 
contribute valuable insight and assistance in sourcing transactions, analyzing in¬ 
dustry trends, building management teams, and augmenting Genesis' network 
of relationships. The Advisory Board will meet on an annual basis and is intended 
to function in a consultative capacity. Individual Advisory Board members will 
provide the General Partner with regular guidance on developing trends and mat¬ 
ters of strategic interest. Advisory Board members are also encouraged to intro¬ 
duce attractive investment opportunities to the Partnership and will communi¬ 
cate regularly with the General Partner. Advisory Board members will not have 
any Partnership governance duties or responsibilities, but it is anticipated that 
they assume board of director positions with certain portfolio companies, where 
appropriate. 

Dr. Brown is the Chief Scientist of Xerox Corporation and the Director of its Palo 
Alto Research Center (PARC). At Xerox, he has been involved in expanding the 
role of corporate research to include such topics as organizational learning, 
ethnographies of the workplace, complex adaptive systems and techniques for 
unfreezing the corporate mind. His personal interests include digital culture, ubiq¬ 
uitous computing, user-centered design, organizational and individual learning. 
A major focus of his research has been in human learning and in the management 
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of radical innovation. Dr. Brown is a Fellow of the American Association for Arti¬ 
ficial Intelligence, a member of the National Academy of Education and co-founder 
of the Institute for Research on Learning, a non-profit institute addressing the 
problems of lifelong-learning. He has published over 60 papers in scientific jour¬ 
nals and was awarded the Harvard Business Review's 1991 McKinsey Award for 
his article, "Research that Reinvents the Corporation." He is a member of the 
Board of Directors of General Instrument, Corning and Varian Associates. Dr. 
Brown holds a B.S. in Mathematics and Physics from Brown University and an 
M.S. in Mathematics and a Ph.D. in Computer and Communications Sciences 
from the University of Michigan. 

Professor Feigenbaum is currently the Kumagai Professor of Computer Science 
and Co-Scientific Director of the Knowledge Systems Laboratory at Stanford Uni¬ 
versity. Previously, Professor Feigenbaum served as Chairman of the Computer 
Science Department and Director of the Computer Center at Stanford University. 
Past appointments include President of the American Association for Artificial 
Intelligence, the National Science Foundation Computer Science Advisory Board, 
the National Research Council's Computer Science and Technology Board, and 
the ACM Turing Award. He has been elected a member of the National Academy 
of Engineering, a Fellow of the American Association for Artificial Intelligence, a 
member of the American Academy of Arts and Sciences, and a Fellow of the Ameri¬ 
can Institute of Medical and Biological Engineering. Professor Feigenbaum is also 
a co-founder of IntelliCorp, Teknowledge and Design Power Inc., three compa¬ 
nies that specialize in applied artificial intelligence, and he served as a member of 
the Board of Directors of IntelliCorp and Design Power Inc. He also served as a 
Director of Sperry Corporation (Unisys) and as Chief Scientist of the United States 
Air Force from 1994 to 1997. He is currently a member of the Advisory Council of 
the Kansai Silicon Valley Venture Forum. Dr. Feigenbaum holds a Ph.D. from 
Carnegie Mellon University. 

Mr. Hindery is currently the President and CEO of AT&T's Broadband and Inter¬ 
net Services Group, a post that he assumed following AT&T's $55 billion acquisi¬ 
tion of TCI. Formerly, he was President and Director of Tele-Communications, 
Inc. (TCI), the world's largest multiple cable system operator with additional in¬ 
terests in programming, telephony and data service businesses. Prior to joining 
TCI, Mr. Hindery was Managing General Partner and Chief Executive Officer of 
Inter Media Partners and its related entities. He founded InterMedia in 1988 and 
built it into the nation's ninth largest multiple system operator. Previously, he 
was Chief Officer for Planning and Finance of The Chronicle Publishing Com¬ 
pany of San Francisco, a major newspaper, television broadcast and cable com¬ 
pany. He was also Managing Director and Chief Financial Officer of Becker Paribas, 
a New York-based investment banking firm. He is a Director of AdAuction.com, 
@Home Network, Cablevision Inc, Knowledge Enterprises Inc, and TD Waterhouse 
Securities and was named one of the Top 25 Executives of 1998 by BusinessWeek 
magazine. He is also Chairman and Director of the National Cable Television 
Association (NCTA); Chairman and Director of the Executive Committee of C- 
SPAN; Vice Chairman and Director of the Executive Committee of Cable in the 
Classroom; and an honorary chair of Cable Positive, the cable industry's AIDS 
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awareness organization. He is also a member of the Stanford Business School 
Advisory Council. Mr. Hindery graduated with honors from Stanford Universi¬ 
ty's Graduate School of Business and with honors from Seattle University. 

Mr. O'Higgins is Founder, Executive Vice President, Chief Technology Officer and 
a Director of Entrust (Nasdaq: ENTU) whose products allow enterprises to man¬ 
age trusted, secure electronic communications and transactions over the Internet, 
extranets and intranets. Mr. O'Higgins co-founded the Company in 1993 as Nortel 
Secure Networks and built the Company into the leading provider of public-key 
infrastructure products. In the most recent twelve months. Entrust had revenues 
of $65 million and a market capitalization in excess of $1 billion. The Company 
was recognized by The Red Herring as one of the top 50 private technology com¬ 
panies of 1997 and has won numerous awards from publications including Net¬ 
work Computing, Network Magazine and Network World. Mr. O'Higgins has 
been involved in secure communications since 1985 when he initiated develop¬ 
ment of a prototype secure ISDN telephone system. He also led development of 
the Packet Data Security Overlay (PDSO) product for secure X.25 devices which 
was introduced in 1991. It was one of the first products to incorporate a fully 
automatic public-key infrastructure. Prior to Nortel, he was with Bell-Northern 
Research where he was involved in a variety of technology development pro¬ 
grams, including technology for new telephone products, in-building wireless 
communications systems, and high-performance RISC computing architectures 
for call processing centers. Mr. O'Higgins received a bachelor's degree in electri¬ 
cal engineering from Carleton University in Ottawa, Canada. 

Dr. Solomon is currently Vice President of Advanced Development at Interval 
Research, a laboratory that explores new market opportunities at the intersection 
of technology and popular culture. In his role. Dr. Solomon is responsible for the 
commercialization of research results at Interval. Founded in 1992 by Paul Allen, 
Interval is pursuing innovations in such fields as signal computation, tangible 
interfaces, human studies, reconfigurable computing, demographic / lifestyle stud¬ 
ies, new media, home media tools, portable / wearable devices, digital home 
entertainment systems, electro-optic and mechatronic design, social / domestic 
communication, and new graphic architecture. The laboratory also collaborates 
with other research groups and university laboratories including the Royal Col¬ 
lege of Art, the MIT Media Lab, New York University, the Santa Fe Institute, and 
Stanford University. Previously, he was Senior Vice-President, Strategic Planning 
and Corporate Development at Apple Computer where he was responsible for 
mergers and acquisitions, investments, strategic planning, major alliances, and 
technology licensing. Dr. Solomon holds a Ph.D. in Communication Research 
from Stanford University. 


France Telecom, one of the world's leading communications companies, is in¬ 
vesting in Genesis Ventures via Innovacom, its venture capital subsidiary. 
Innovacom will be a Special Limited Partner in Genesis and is forming a strategic 
relationship with the Partnership to access the Partnership's insights, relation¬ 
ships and deal flow in the United States. Via Innovacom, France Telecom will 
provide the Partnership with access to external commercialization of its research 
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in the U.S., assist the Partnership in evaluating technologies, products and mar¬ 
kets relevant to the Partnership's current or prospective portfolio companies, share 
insights with the Partnership on technology developments and explore corporate 
partnership and co-investment opportunities with the Partnership's portfolio com¬ 
panies. 

France Telecom is one of the world's leading telecommunications carriers, with 
1998 consolidated operating revenues of 24.6 billion euros and operations in more 
than 50 countries. In addition to local, long-distance and international telephony, 
France Telecom provides businesses, consumers, and other carriers with data, 
wireless, multimedia, online, Internet, cable-TV, broadcast and value-added serv¬ 
ices. France Telecom (NYSE: FTE) held an initial public offering in October 1997 
and has a market capitalization of approximately $75 billion. Together with 
Deutsche Telekom and Sprint, France Telecom created the international joint ven¬ 
ture Global One, providing global, seamless voice and data services for businesses, 
consumers and carriers. France Telecom has significant equity stakes in Sprint, 
Telmex, and Telecom Argentina. 

France Telecom's reputation for technical excellence has been bolstered by the 
CNET, the first telecommunications research and development center in Europe. 
The CNET is the driving force behind France Telecom's innovations and has been 
responsible for a number of innovations including time division switching, the 
Transpac X.25 network, smart cards, the Minitel, GSM, and ATM. With an annual 
budget of $500 million, the CNET has multiple skills in all strategic areas of France 
Telecom's activities from the development and integration of network 
architectures, the design and development of advanced network management 
systems, and the provisioning of enhanced services. The CNET employs 4,200 
people, the majority of whom are engineers and technicians. In addition, more 
than 250 doctoral candidates and outside scientists work in CNET laboratories 
each year. 
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Genesis will invest in software and communications companies where the Inter¬ 
net is the fundamental driver of the business. Specificaly, Genesis will typically 
invest in key enabling technology and ecommerce-services companies which are 
more defensible than "dot.com" businesses. Genesis' goal is to be the leading 
seed and early-stage investor in Internet-related software and communications 
companies, and the Principals have compiled, collectively and individually, a 
strong track record in this arena. The Principals have participated in the sourcing, 
transacting, and monitoring of fourteen companies with four exits in the past 
three years. 

Technology has firmly embedded itself in the fabric of the economy and society. 
As the market for technology products continues to become increasingly global, 
the potential to build large, highly valuable enterprises exponentially. Now more 
than a tool of automation, technology has become the actual foundation for growth 
and has changed the basis for economic value from resource scarcity to knowl¬ 
edge and innovation. Rosy prospects notwithstanding, technology investing is 
difficult and not for the uninitiated and uninformed. Technology investing is highly 
cyclical with an increasingly upward trend; that is, the voyage may be turbulent, 
but the direction is clearly up. 

The widespread adoption of the Internet has revolutionized the manner in which 
organizations communicate and conduct business. These advanced networks pro¬ 
vide an attractive medium for communications and commerce due to their global 
reach, accessibility, reliance on open standards, and real-time nature. Organiza¬ 
tions are increasingly using these networks to access new markets, improve cus¬ 
tomer relationships and streamline business processes. 

The Internet, a 25-year overnight success, is a major technology dislocation that 
allows start-up companies to compete effectively with large, established compa¬ 
nies in ways not previously possible. In fact, the Internet creates significant com¬ 
petitive advantages for startup companies. Unlike large, established companies, 
startups are unencumbered by "legacy" issues. For instance, new companies do 
not fear the cannibalization of existing revenue streams. Startups are able to lev¬ 
erage completely the Internet as a distribution channel, since there is a lack of 
channel conflict. In fact, it may be said that the true rate-limiting factor for many 
growing Internet businesses is the availability of skilled personnel. In this mar¬ 
ket, attaining enormous scale is now more viable than ever, and this phenomenon 
will continue, particularly as world markets accelerate technology adoption. 
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Infrastructure: Customer-cen¬ 
tric applications 


GENESIS ventures 


In the software arena. Genesis will invest in companies that create an Internet- 
based software infrastructure for businesses and consumers and also those in the 
emerging software-as-services arena. To date, software companies have had a dra¬ 
matic effect on how people live, work, and play. Software companies also make 
attractive investments, since they enjoy a simple but superior economic model 
based on a low variable cost of production. During the past ten years, software 
has grown into one of the largest industries in the United States, and despite this 
remarkable growth. Genesis believes that software's importance remains in its 
infancy. Innovative software will increasingly be the core driver of competitive 
advantage within companies, will underlie valuable services to consumers and 
corporations, and will change the economics of entire industries. 

Over the years, software programs have evolved from desktop-centric produc¬ 
tivity tools for individuals into complete systems for managing discrete depart¬ 
ments and entire companies. The movement has continued, and software now 
extends beyond the organization, enabling a tighter supply chain and a closer 
link between companies and their suppliers. With the Internet, organizations are 
increasingly using these networks to access new markets, improve customer serv¬ 
ice and streamline business processes. For businesses, the focus is increasingly on 
the customer, and successful companies are harnessing software to deliver per¬ 
sonalized customer experiences timely and cost-efficiently. 

The next generation of successful start-ups will likely include applications ena¬ 
bling an increasingly sophisticated Internet infrastructure and those in the ever- 
evolving software-as-service domain. 

While still early in the adoption phase, the Internet still presents many infrastruc¬ 
ture-type opportunities, most notably in customer-centric applications and e-com- 
merce infrastructure arenas. Many existing businesses and institutions will per¬ 
ish, and many new ones will be born. 

The distribution of information has begun a dramatic change, and the evolution 
is rapid. Marketing, sales, distribution, and support functions for almost every 
type of business are being reexamined and recreated. For many companies, the 
Internet allows companies to strengthen relationships with their customers and 
to provide various levels of specialized or personalized service at every phase of 
the sales cycle (pre-sales, sales, post-sales customer care). For some, the Internet 
provides direct customer contact for the first time, and as a result, provides an 
entirely new mechanism to understand customers in a more efficient manner. 
With these fundamental market dynames, an investment was made in LikeMinds, 
a pioneer in the field of Internet personalization. Using its highly accurate and 
patented predictive modeling technology, LikeMinds software allows marketers 
to personalize each consumer interaction in order to ensure maximum customer 
satisfaction, increase sales, and improve profitability. The Company completed 
successful trials with Columbia House and Levi-Strauss before merging with 
Andromedia, a leader in real-time web traffic analysis. When combined with 
Andromedia's ARIA real-time reporting capabilities, the Company is able to record 
customer actions unobtrusively on a web site, learn user preferences, deliver rel¬ 
evant information, products and services, and provide detailed reports on the 
results. 
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GENESIS ventures 


The Web has rapidly become a standard tool for all businesses, in the same man¬ 
ner already achieved by the phone, fax and e-mail. To enable the electronic com¬ 
merce wave, enterprises increasingly need turnkey solutions that allow the crea¬ 
tion of an e-commerce enabled Web site. As a result, an investment was made in 
Intershop Communications Inc. (Neuer Markt: ISH), which develops and distrib¬ 
utes electronic commerce software that integrates storefront creation tools, busi¬ 
ness management tools, and unlimited hosting capability. Intershop, by combin¬ 
ing characteristics of a top-tier application server with electronic commerce capa¬ 
bilities, enables merchants, developers, web designers, and Internet Service Pro¬ 
viders to create and host fully-interactive business-to-business or business-to-con- 
sumer electronic commerce storefronts, supply-chain management systems, and 
shopping centers (virtual malls) over the Internet, intranets, or extranets. Unlike 
other merchant services, the Intershop solution has strong back-office capabilities 
such as one-to-one marketing support, inventory management, and integration 
with a wide variety of internet payment processors for transaction fulfillments. 

The Internet blurs distinctions between such seemingly disparate businesses as 
software, content, services, and commerce and has enabled a new class of soft- 
ware-as-services companies such as Yahoo!, eBay, and eTrade. The increasingly 
networked society encourages the development of enterprises that offer virtual 
services across multiple vertical markets, with greater benefits and lower cost 
than traditional physical services. At a minimum, the Internet will have dramatic 
effects on where large software programs physically reside. When processing costs 
were greater than communications costs, people ran software on distant 
mainframes. As processing costs fell, most of these programs moved inside the 
organization. Now, with the Internet drastically reducing communication costs, 
it is once again sensible to move applications outside the organization. There is 
very little benefit for a company to install and maintain a huge application (e.g. 
SAP) when it can be hosted by a third-party. The company has the ability to ac¬ 
cess the application over the Internet and relieves the MIS department of a major 
management burden. Over the next several years, companies will increasingly 
outsource mission-critical applications, rather than buy, install, and maintain in¬ 
ternally. In this sense, the application market will increasingly become a service 
market. The members of the General Partner intend to continue investing in soft- 
ware-as-service companies in business-to-business and business-to-consumer mar¬ 
kets. 

IDC projects that the business-to-business e-commerce market will grow from 
$35 billion in goods and services in 1998 to over $1.1 trillion by 2003. In the enter¬ 
prise market, there are tremendous opportunities for companies focused on par¬ 
ticular verticals, and BidCom, a recent investment, provides a collaboration, 
workflow, and project management service for the construction industry. BidCom 
targets building owners who need a greater degree of control and accountability 
over the construction process. The BidCom service is a complex application based 
on Oracle 8 and is hosted and operated by BidCom. All members of the construc¬ 
tion process, including the building owner, the general contractor, architects and 
subcontractors, utilize the system on a daily basis to manage their respective tasks 
and information needs. BidCom also acts as a vertical portal to customers who 
continue to log on and receive the latest industry news during and after a project 
is completed. 
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The business-to-consumer e-commerce market currently is significant in size, es¬ 
timated by IDC to have been $15 billion in goods and services in 1998. As the 
Internet proliferates, an increasingly valuable service is provided by assisting con¬ 
sumers find and communicate with other people via the Internet. As such, an 
investment was made into Fourll Corporation. Founded in 1994, Fourll was ac¬ 
quired by Yahoo! in 1997, and at the time, the company was the number one white 
pages directory on the Internet. In terms of customer reach and comprehensive¬ 
ness, Fourll covered 15 million e-mail addresses and consistently delivered 150 
million page views per month through its network of people search sites. Fourll 
also operated the award-winning RocketMail Web-based free e-mail service, now 
known as Yahoo! Mail. 

In the communications arena. Genesis will invest in companies that address the 
need for greatere bandwidth and in those that enable new network-centric serv¬ 
ices. The marketplace is completely reorienting around the goal of building and 
supporting a billion-user wired marketplace during the next 5-7 years, and three 
factors are encouraging the increased supply of bandwidth: 

• Deregulation. Increasingly relaxed regulations by the FCC and government 
agencies abroad provide for a landscape which will impact the markets for 
all service offerings, from traditional voice services to wireless, and the deliv¬ 
ery of entertainment and information services. Although only beginning, the 
long-term implications are profound. 

• Competition. Encouraged by deregulation, companies have the ability to 
pursue each other's previously disparate markets. Voice communications 
providers are actively pursuing data and video transmission while the cable 
industry is actively pursuing data and voice. 

• Technology. Semiconductor and systems technologies offer the potential to 
generate greater bandwidth out of the existing infrastructure (e.g. cable mo¬ 
dems and xDSL technology). By analogy, the world only had 40 years supply 
of known oil reserves in 1974. Then, electronic fuel injection was invented, 
automotive mileage doubled and the known supply of oil doubled to 80 years. 

While bandwidth costs have begun to fall considerably, it is unlikely that demand 
will be "satiated" in the near future as applications will likely be created that 
consume greater and greater amounts of bandwidth. This "bandwidth upward 
spiral" is consistent with the interplay between traditional hardware and soft¬ 
ware over the years, as bkch drives demand for improvements in the other. Con¬ 
tinued improvements in semiconductor performance enabled a new class of ap¬ 
plications that were impossible to predict when the first PC was introduced with 
64K of memory in 1981. Few would have imagined the processing-intensive na¬ 
ture of applications such as desktop publishing, video games and Web surfing. In 
the 1980s, 4MB of memory would have been abundant; in today's world, it is 
quite insufficient. 
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The need for more bandwidth continues to increase, driven primarily by the In¬ 
ternet. Several trends will fuel the next start-up boom, including the convergence 
of data and voice networks, the convergence of the IP and telephony worlds, the 
provisioning of intelligent network-centric services, and the increasing 
consumerization of the Internet and distributed-computing models. 

In addition to increased bandwidth demands, the convergence of voice and data 
is seen as inevitable and is quickly becoming a reality. Traditional data network¬ 
ing companies view voice as a huge opportunity, and traditional voice network¬ 
ing companies view data as a high-gross margin opportunity. Customers are be¬ 
ginning to see the advantages of a unified infrastructure on the WAN, and addi¬ 
tional products will pull through onto the campus network. These pressures also 
exist in the wireless markets and present a still-untapped opportunity. Increasing 
demand for data applications over mobile devices will require greater bandwidth 
over wireless links as well as greater computing power in devices such as cellular 
handsets and pagers in order to offer compelling services. One recent investment 
that addresses these needs is Avaj, a systems-on-silicon company aimed at the 
wireless markets. In particular, Avaj is focused on the "3G" (third-generation) 
wireless basestation and handset market in order to enable mobile Internet appli¬ 
cations. The raw performance of Avaj's processor (the Fusion processor) is con¬ 
sidered crucial in the race to build 3G basestations and handsets. In addition, the 
Fusion processor can efficiently handle C, assembly and Java and includes func¬ 
tionality to provide a single instruction stream uniprocessor programming model. 
This heavy software component facilitates a more productive and integrated soft¬ 
ware development environment. 

Over the past year, Internet telephony has gotten increased media attention as 
people begin to realize the potential benefits of the convergence of IP and te¬ 
lephony networks. Also known as IP Telephony, this service is created by the 
convergence of the circuit-switched telephone network and packet-switched data 
networks. From the traditional telco infrastructure to applications in call centers, 
IP telephony will change the way businesses communicate, and in the process, 
create new markets. True convergence differs from some of todays' IP telephony 
implementations where companies provide end-to-end IP telephony and allow 
users to place free or inexpensive calls from computer to computer over the Inter¬ 
net, or in some cases, from phone to phone. True convergence will be consider¬ 
ably more useful. One investment providing truly convergent technology is 
eFusion which has two IP telephony product lines, one for telecommunications 
carriers and one for call centers. The telco product allows telcos to offer new serv¬ 
ices to their customers such as Push to Talk and Internet Call Waiting. Push-to- 
talk allows users on a computer to be connected to a standard phone number, a 
useful feature for white /yellow pages directory applications. Internet Call Wait¬ 
ing allows users the functionality of two telephone lines. While Web browsing, 
the computer user gets a call notification window via the Internet which presents 
the name and number of the caller with call disposition choices that include "an¬ 
swer using voice over IP," "ring busy," "forward to voicemail," and "forward to 
another number." Currently, calls to that number would ring busy, bounce to 
voicemail or activate regular caller ID, thereby interrupting the Internet session. 
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The call center product allows potential customers to interact with call center 
agents via the Web. For example, a computer user browsing an electronic catalog 
on the Web might click a Web page link and be put in voice contact with a call 
center agent over the user's current data connection, or via a separate phone line. 
The user and call center agent can then push Web pages to each other and can 
interactively fill out forms together. The ramifications for electronic commerce 
and technical support are significant, as this type of agent interaction greatly in¬ 
creases the probability of a sale. This technology is also important for technical 
support applications, as visual information paired with a live person can facili¬ 
tate troubleshooting and problem resolution. 

With increasing demand for bandwidth, the provisioning of an intelligent net¬ 
work infrastructure becomes increasingly important. The intelligent network re¬ 
quires close coordination between the network infrastructure and associated net¬ 
work services, optimizes the delivery of network-centric applications and reduces 
the cost and complexity of end-to-end administration of this distributed network 
environment. A recent investment in this arena is Sandpiper Networks, Inc., a 
provider of adaptive content distribution services to web publishers and content 
providers. Sandpiper optimizes network performance by intelligently migrating 
content based on network conditions, content popularity and traffic loads. Sand¬ 
piper's turnkey distribution service offers a cost-effective, easy to deploy solu¬ 
tion that improves content delivery response times, increases hit counts and in¬ 
telligently adapts to fluctuating network conditions. In the physical world, any 
company that sells products to customers relies on a distribution network to ex¬ 
pedite the delivery of its goods and services. Through a comprehensive distribu¬ 
tion network, manufacturers ensure that their customers can quickly and easily 
find and purchase their products. Most companies that conduct business by phone 
or mail order also depend on a distribution network like Federal Express to get 
their products and services to their customers. Sandpiper believes that the deliv¬ 
ery of web pages can be handled in a similar fashion. Instead of having millions 
of customers coming directly to a publisher's server, web content can be deliv¬ 
ered to a number of local distributors who are closer to end-users, and customers 
can then access pages of information from those distributors. This distribution 
channel virtually eliminates the load on the publisher's web server and reduces 
the need to make additional hardware and bandwidth investments. At the same 
time, it increases customer satisfaction by reducing the delays that customers ex¬ 
perience when retrieving web pages. 

As the Internet becomes more prevalent, it will become increasingly 
"consumerized." High-speed dedicated access to the Internet is quickly becom¬ 
ing more affordable and is becoming more prevalent in homes. As a result, a 
number of companies have begun to address in-home networking issues, using 
RF, power lines, phone lines, Ethernet, IRDA, USB, and IEEE 1394 in various ways. 
As the price of bandwidth falls, networked-based applications will pervade both 
commercial and consumer markets. This creates an opportunity for companies to 
offer home devices and appliances that take advantage of high-speed, persistent 
connections to the Internet from the home that provide new classes of services. 
New digital consumer markets are beginning to develop, as the existing analog 
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consumer appliances (televisions, VCRs, and telephones) are being replaced by 
their digital equivalents. Over the previous few decades, the digital transition of 
major consumer electronics industries, such as mail to e-mail, record players to 
audio CD, and traditional telephone service to cellular have revolutionized the 
consumer industry and created billions of dollars in market opportunities. Cheaper 
bandwidth enables the creation of new applications. Likely new products will 
include various types of home servers, including personal Web servers, and dig¬ 
ital answering machines that also handle email. Compelling applications and prod¬ 
ucts in the consumer space will require a cross-section of skills in software, hard¬ 
ware, networking, and industrial design, and consumer electronics companies 
and start-ups will need to share expertise to fully address the opportunities. 
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LikeMinds, Inc. 


LikeMinds is a pioneer in the field of Internet personalization. Using its highly 
accurate and patented predictive modeling technology, LikeMinds software uses 
individual purchase history or preferences to find people with similar tastes, then 
makes recommendations on goods or services based on the collective wisdom of 
other likeminded individuals. LikeMinds software allows marketers to personal¬ 
ize each consumer interaction in order to increase response rates and customer 
loyalty. 

In 1998, LikeMinds developed its first set of products designed to enhance both 
personalized marketing solutions for commerce-oriented Web sites and target 
marketing solutions for direct marketers. 


Deepak Moorjani held a long-standing relationship with Dan Greening, CEO of 
Chaco Inc., a provider of VRML tools. In 1996, Chaco merged with a division of 
Songline Studios to form LikeMinds Inc., and Dan Greening became CTO of 
LikeMinds. Deepak Moorjani invested $100,000 for 3% of the company in 1997. 


• One-to-one marketing is the holy grail of marketing since it promises to im¬ 
prove business economics by treating every customer as an individual. As 
companies strive to build improved customer loyalty, there is an increasing 
emphasis on companies whose software can deliver personalized or targeted 
information, products, or services 

• With patented collaborative filtering algorithms, LikeMinds had developed 
superior accuracy with 12 years of commercial applications. LikeMinds soft¬ 
ware gets smarter with each customer purchase or interaction, thereby refin¬ 
ing its understanding of each consumer and dynamically improving its pre¬ 
dictive capabilities 

• Unlike online-only competitors, LikeMinds personalization technology is 
applicable to most customer interactions, offline and online (Web, email 
direct mail, telemarketing, POS, and retail) 
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The company validated its technology with customer trials at three of the largest 
marketing firms in the U.S.: direct marketer Columbia House, retail manufacturer 
Levi Strauss & Co., and cable entertainment provider Cinemax/HBO. 

Despite market success, the firm needed a change in management, and Steve 
Kanzler, a veteran Microsoft marketer, was installed as CEO with the help of Deepak 
Moorjani. The company had suffered from a lack of leadership by former CEO 
Mark Jacobsen, a former lawyer who was a top executive at O'Reilly and Associ¬ 
ates. The change in management was extremely difficult to implement since 
O'Reilly and Associates was the largest shareholder in the company. 

Deepak Moorjani recruited a former McKinsey executive to assist the manage¬ 
ment team write its first business plan and develop a better understanding of its 
technology and its markets. 


In October 1998, LikeMinds was sold to Andromedia, a leader in real-time web 
site activity analysis. With the merger, LikeMinds founders have assumed a number 
of key management positions at Andromedia including VP Marketing, VP Ad¬ 
vanced Solutions and VP Engineering. 

In April 1999, Andromedia completed a mezzanine round of financing and is seen 
as a likely candidate for an initial public offering within the next 2 to 3 months. 
The company validated its technology with customer trials at three of the largest 
marketing firms in the U.S.: direct marketer Columbia House, retail manufacturer 
Levi Strauss & Co., and cable entertainment provider Cinemax/HBO. 
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Epicentric 


Epicentric enables companies to build custom portals for their intranets and 
extranets by providing application, services, content and commerce aggregation 
and syndication technology and solutions. Epicentric also licenses its technology 
to vertical and affinity portals on the Web. 

The Epcientric Portal Server provides a turn-key portal solution. It is also a frame¬ 
work for the integration of Web-based applications, services, content, and com¬ 
merce into a customized and personalized starting point whose interface and func¬ 
tionality is familiar to users of "My Yahoo" and similar services. Three compo¬ 
nents make up the server: an aggregation layer which gathers the content and 
brings it into the system, a customization layer which allows the company's ad¬ 
ministrator to create and manage the designated starting point, and the person¬ 
alization layer which allows end user to tailor their personal portals to the extent 
allowed by the company's administrator. 

Epicentric's solution is an open, standard-based system that takes advantage of 
emerging XML-based standards. The Portal Server is a server-side Java applica¬ 
tion server that supports most popular Web server environments such as Win¬ 
dows NT and Unix platforms, including those from Apache, Microsoft, IBM, and 
Netscape. 


Deepak Moorjani and Aymerik Renard held long-standing relationships with the 
co-founders of Epicentric. An aggregate of $225,000 was invested in Epicentric's 
Series A round in the fall of 1998 for 8.6 % of the company. 


• By enabling intranet portals, Epicentric allows companies to maximize em¬ 
ployee productivity by keeping employees focused on internal and external 
resources and information that support the company's mission. 

• Extranet portals allow companies to address the issues of customer 
acquisition and retention, empowering them to extend their brands and 
enabling them to build better relationships with their community of Web 
users. 

• The team has a privileged relationship with Wired Digital, and components of 
the technology have already been stress tested as a live part of Newsbot. 
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The product is currently undergoing beta testing with a number of large accounts. 
Media reception has been extremely strong with coverage in The Red Herring, 
The Industry Standard, Business Week, Release 1.0, Interactive Week and Wired, 
among others. The Industry Standard named Epicentric as one of its top 5 startups 
for 1999. The company presented at The Red Herring's NDA conference in Fall 
1998 followed by an appearance at Demo'99. 

Aymerik Renard is an observer to the board of directors of Epicentric and has 
been active in management and board discussions, providing strategic and tacti¬ 
cal advice. Deepak Moorjani and Aymerik Renard have actively worked to 
indentify potential customers for Epicentric. Mr. Renard has introduced the com¬ 
pany to several departments within France Telecom where there has been strong 
interest, covering both intranet and Internet usage scenarios. 


Aymerik Renard and Deepak Moorjani assisted the company to raise its second 
round of funding. Reuters led the second round at nearly 4x the first round post¬ 
money valuation. 
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eFusion 


eFusion is a leading provider of next-generation IP telephony applications. IP 
Telephony, created by the convergence of the circuit-switched telephone network 
and packet-switched data networks, will change the way businesses communi¬ 
cate, and in the process, create new markets from the traditional telco infrastruc¬ 
ture to applications in call centers. 

A pioneer in the convergence of IP and telephony networks, eFusion has devel¬ 
oped two IP telephony product lines, one for telecommunications carriers and 
one for call centers. ISPs and telcos will be able to offer differentiated services to 
their subscribers, thereby reducing customer churn and increasing service rev¬ 
enue opportunities. Enterprises with call centers can voice-enable their Web sites 
to allow an end-user with an Internet browser to connect directly with a call center 
agent, where they can share Web pages to enhance service and ease transactions. 

These next-generation IP telephony application gateways are standards-based, 
scaleable, and are telecom-grade quality. 


Through prior business contacts within France Telecom, eFusion contacted 
Innovacom for funding in early 1997. Aymerik Renard investigated the opportu¬ 
nity, and in the Spring of 1997, Innovacom invested $1 million in the Series B 
round for approximately 2.1% of eFusion. Aymerik Renard introduced the deal to 
Telecom Italia and was instrumental in getting Shaw Ventures to invest. He also 
worked with Intel to help them understand the true potential impact of eFusion's 
technologies in the telecommunications industries. Though Innovacom was one 
of the smaller investors, Aymerik Renard was appointed to the board of directors 
and was re-elected a year later. 


• eFusion approaches IP / Telephony from a value creation, best of both worlds 
angle, instead of the cannibalization/cheap/free calls of other IP/telephony 
technology providers, making eFusion's solutions very attractive to carriers 

• eFusion's senior management team is experienced and extremely knowledge 
able regarding the telecommunications industry which is beginning to realize 
the potential benefits of the convergence of IP and telephony networks 

• eFusion's technology is robust and considerably more feature-laden than the 
competition, to the point that there are three or more service applications within 
a single carrier, creating a very attractive long-term revenue potential. 

• eFusion is an Intel spin-off, with Intel's core telecommunications engineers 
including the team which developed Intel's H.323 software. 
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eFusion's second generation products are receiving numerous computer telephony 
industry awards. Media reception has also been extremely strong, and Fortune 
selected eFusion as one of its top 12 cool comapanies of 1998.The company has 
strategic relationships with 3Com, Ascend, and Ameritech. eFusion has seen prod¬ 
uct deployments domestically with USWest, and internationally with Bell Canada 
and France Telecom, among others. 

Aymerik Renard introduced the company to several customer groups within 
France Telecom and actively particpated in these discussions. Mr. Renard also 
secured the company an invitation to France Telecom's Scientific Council, a group 
of France Telecom senior executives and outside academics, in order to present 
and analyze emerging telecommunications trends to France Telecom's chairman. 
As a result, eFusion currently has three ongoing projects within France Telecom, 
one which has already seen tehnology deployment, one that will launch as a trial 
by the summer, and a third which will launch in the fall. eFusion's products have 
already successfully passed performance and stability testing at France Telecom's 
certification labs. 


The company successfully completed a private placement for its Series C round, 
at roughly twice the valuation of the previous round. Aymerik Renard worked 
closely with eFusion senior managment to raise the round via lead generation 
and education of potential investors regarding the telecommunications industry. 
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While the historic results can provide no assurance of the Partnership's future 
performance, the Partnership's management team intends to employ at Genesis 
Ventures the same discipline applied to their prior investments and activities. 
The investment abilities the Partnership's management team may be illustrated 
in part by the portfolio of investments that have assembled to date and by the 
internal rate of return (IRR) achieved over time on both realized and unrealized 
investments. 

The Partnership's management team has collectively assembled a portfolio of 14 
companies, in which an aggregate of over $13.5 million has been invested. These 
investments now total $133.7 million of which $101.4 million has already been 
realized. This translates into a total annual IRR of 282% and an annual IRR of 
387% on realized investments. The primary deal sources of these investments have 
been through the personal networks of the Partnership's management team. 

In calculating the IRR, a conservative valuation policy for unrealized investments 
was employed. Each such investment was listed at original cost, unless it had 
undergone a subsequent financing involving an independent valuation of the 
portfolio company. Valuations may have been reduced to reflect adverse business 
developments but were not increased to reflect positive developments, other than 
third-party financings. Valuations of publicly-traded securities are listed at their 
closing price on August 31st, 1999 and discounted by 15% if subject to an IPO 
lock-up. All IRR calculations were made as of August 31st and using yearly cash 
flows and were determined before management expenses and profit sharing. 


Company 

1st Invstmnt 

Total Cost Basis 

Unrealized Value 

Realized Value 

IRR 

BidCom 

1998 

$500,000 

$674,918 

NA 


Cobalt Networks 

1998 

$900,000 

$1,326,446 

NA 


Efusion 

1997 

$1,300,000 

$1,898,967 

NA 


Entrust 

1996 

$4,999,429 

$18,629,368 

$49,960,016 

320% 

Epicentric 

1998 

$1,425,000 

$2,234,999 

NA 


Fourl 1 

1996 

$500,000 

NA 

$4,081,269 

186% 

Internet Dynamics 

1996 

$702,225 

$394,311 

NA 


Intershop Communications 

1996 

$255,528 

NA 

$47,373,683 

662% 

LikeMinds (Andromedia) 

1997 

$100,000 

$149,800 

NA 


Multitude 

1999 

$1,000,000 

$1,136,364 

NA 


nBand Communications 

1999 

$100,000 

$149,800 

NA 


Preview Systems 

1997 

$1,286,000 

$2,015,046 

NA 


Sandpiper Networks 

1997 

$200,000 

$1,271,427 

NA 


Tumbleweed Communications 

1996 

$270,000 

$2,396,232 

NA 


TOTAL 


$13,538,182 

$32,305,892 

$101,414,968 

387% 


Total Combined IRR: 282% 
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The following is a summary of certain information relating to Genesis Ventures, L.P., a 
Delaware Limited Partnership (the "Partnership"). The information contained herein is 
qualified in all respects by information included in the Partnership Agreement which will 
be distributed to all prospective investors. 


Genesis Ventures, L.P. (the "Partnership") is a seed and early-stage Internet ven¬ 
ture capital partnership. The Partnership will be organized as a Delaware limited 
partnership with the investors as limited partners ("Limited Partners"). 


The Partnership seeks to generate significant long-term capital appreciation 
through equity investments in Internet-related software and communications 
companies (each a "Portfolio Investment" and collectively the "Portfolio Invest¬ 
ments"). The Partnership will invest equity primarily in seed-stage companies 
with initial investments of $500,000 to $1 million. Genesis is likely to invest a total 
of $3-4 million in each portfolio compay, staged over time. 


An aggregate of $50 million of ten percent (10%) Preferential Return Limited Part¬ 
nership Interests in the Partnership (the "Interests") are being offered. The Part¬ 
nership reserves the right to accept additional commitments up to a maximum of 
$75 million. The minimum size of the Partnership is $20 million. Subscriptions for 
Interests will be accepted only from accredited, sophisticated investors who sat¬ 
isfy certain suitability standards. 


Genesis Ventures Management, L.L.C. ("Genesis" or the "General Partner") is a 
Delaware limited liability company comprised of Deepak Moorjani, Aymerik 
Renard and Michael Spindler as managing members (the "Principals") with France 
Telecom as Special Limited Partner. The Principals will be assume sole responsi¬ 
bility for the investment management of the Partnership. The General Partner 
will purchase an interest in the Partnership equal to at least two and one-half 
percent (2.5%) of aggregate Interests. The timing of these contributions will coin¬ 
cide with the drawdowns of Limited Partner Interests ("Capital Commitments"). 


The Limited Partners will be institutional, corporate and other sophisticated in¬ 
vestors. The General Partner may also admit certain individuals, consultants, and 
advisors (excluding members of the General Partner) as Limited Partners during 
the term of the Commitment Period and permit such persons to purchase their 
Capital Commitments with a note, provided that the Capital Commitments of all 
such Limited Partners shall not exceed 1% of aggregate Capital Commitments. 
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LP Advisory Committee 

The Partnership will have an advisory committee (the "LP Advisory Commit¬ 
tee") of at least three unaffiliated Limited Partners selected by the General Part¬ 
ner. The LP Advisory Committee will provide such advice and counsel as re¬ 
quested by the General Partner in connection with potential conflicts of interest 
and other matters related to the Partnership; provided that the LP Advisory Com¬ 
mittee will have the right to object to the valuations presented to it by the General 
Partner. The General Partner will retain ultimate responsibility for all investment 
decisions. 

Minimum Investment 

The minimum Capital Commitment is $2.5 million for institutional Limited Part¬ 
ners and $250,000 for individual Limited Partners, subject to adjustment at the 
discretion of the General Partner. 

Closing 

The initial closing will occur as soon as practicable. The General Partner may 
elect to hold an initial closing upon acceptance of Capital Commitments by the 
Partnership for at least $20 million (the "Initial Closing"). Subsequent closings 
may be held at the discretion of the General Partner no later than twelve months 
after the Initial Closing ("Subsequent Closings"). 

Diversification 

The Partnership will invest no more than 15% of the aggregate Capital Commit¬ 
ments in any single portfolio company without approval by the LP Advisory Com¬ 
mittee. 

Capital Drawdown 

Interests will generally be drawn down as needed during the Commitment Pe¬ 
riod with a minimum of 10 days prior written notice to the Limited Partners. 

ERISA investors will not be required to fund their Capital Commitments to the 
Partnership until the closing date of the Partnership's first investment (but will 
be required to make direct payments to Genesis in respect of Management Fees 
and Partnership Expenses). It is intended that the Partnership will be managed to 
qualify as a "venture capital operating company" or meet another exemption from 
the plan asset regulations. See ERISA below. 

Participation in Subse¬ 
quent Closings 

Limited Partners admitted to any Subsequent Closings will be required to fund 
their proportionate share of any Portfolio Investments, Management Expenses 
and Partnership Expenses paid, prior hereto. Such amount will be paid, together 
with additional amounts equal to the prime rate plus 2%, to the Partnership and 
then refunded by the Partnership to the preexisting Limited Partners in propor¬ 
tion to their funded Interests. The unfunded Capital Commitments of the preex¬ 
isting Limited Partners will be increased by the amount representing a return of 
capital. Limited Partners admitted at any Subsequent Closing will not be entitled 
to any distributions relating to income accruing prior to their admission. 
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Commitment Period 

All Partners will be released from any further obligation with respect to the un¬ 
funded Capital Commitments at the end of six years from the final closing (the 
"Commitment Period"), except to the extent necessary to (i) cover the expenses of 
the Partnership, including management fees; (ii) complete investments by the 
Partnership in transactions which were in process as of the end of the Commit¬ 
ment Period; and (iii) effect follow-on investments in existing Portfolio Invest¬ 
ments. 

Term 

Ten years from the date of final closing with provision for up to three one-year 
extensions at the discretion of the General Partner for the sole purpose of liqui¬ 
dating any remaining illiquid investments. The Partnership is subject to earlier 
termination as provided under "No Fault Termination" below. 

Co-investment Policy 

The General Partner intends to provide, where appropriate and possible, co-in¬ 
vestment opportunities to Limited Partners who have expressed an interest in 
such opportunities. 

Investment Powers and 
Limitations 

The General Partner will have broad, general discretion to make investments in 
entrepreneurial companies in the Internet sector. The Partnership will not invest 
in private companies in which the Principals have existing investments without 
the approval of the LP Advisory Committee. The Partnership will not participate 
in investments outside its area of focus, nor engage in real estate transactions, 
hostile investments, or bankruptcy liquidations. 

Capital Account 

A Capital Account will be established for each Partner which will (i) be increased 
by funded Interests made by that Partner to the Partnership and income, profits 
and gains (both realized and unrealized) of the Partnership allocated to that Part¬ 
ner and (ii) be decreased by Partnership expenses or losses (both realized and 
unrealized) allocated to such Partner and any withdrawals or distributions made 
to such Partner. 

Distributions 

The General Partner intends to distribute the proceeds from the disposition of 
portfolio investments as quickly as practicable, subject to any reserves deemed 
appropriate by the General Partner. Distributions will be made at the discretion 
of the General Partner and will be made first to cover the Partners' tax liabilities 
associated with allocation of income. Such tax distributions will be made within 
90 days of the end of the tax year. After affecting applicable tax distributions, 
additional distributions, to the extent made, will be as follows: 

(a) Return of Capital and Costs: First, one hundred percent (100%) to all Partners in 
proportion to their Capital Commitments for such investments until such time 
that the Partners receive an amount equal to their Capital Commitments; 
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(b) 10% Preferred Return: Next, one hundred percent (100%) to all Partners until 
such time that they receive a simple ten percent (10%) per annum return on 
their Capital Commitments; 

(c) General Partner Catch-up: Next, one hundred percent (100%) to the General 
Partner until such time that it receives twenty-five percent (25%) of the aggre¬ 
gate preferential return distributed pursuant to subpart (b) above (the effect 
of which is to achieve an 80/20 allocation of cumulative profits); and 

(d) 80/20 Split: Thereafter, all remaining distributions shall be made eighty per¬ 
cent (80%) to all Partners in proportion to their Capital Commitments and 
twenty percent (20%) to the General Partner. Final distributions upon Part¬ 
nership liquidation will be adjusted in accordance with capital accounts. 

During the Commitment Period, the General Partner may retain net proceeds 
from the disposition of investments and may use such amounts either for rein¬ 
vestment in portfolio companies or to meet management fees or other expense 
obligations of the Partnership, to the extent necessary to ensure that 100% of the 
aggregate Capital Commitments of all Partners are available to invest in Portfolio 
Companies. Following the Commitment Period, such retained amounts, along 
with any unfunded Capital Commitments as of the end of the Commitment Pe¬ 
riod, may be used only to make permitted follow-on investments or to meet man¬ 
agement fees or other expense obligations of the Partnership. 

Distributions prior to the termination of the Partnership may only take the form 
of cash or marketable securities. Upon termination of the Partnership, distribu¬ 
tions may also include restricted securities and other assets of the Partnership. 
All distributions not attributable to Portfolio Investments will be made among 
the Partners in proportion to their Capital Commitments. 


Upon termination of the Partnership, the General Partner will be required to re¬ 
store funds to the Partnership to the extent that it may have received cumulative 
distributions (other than Tax Distributions) in excess of amounts otherwise dis¬ 
tributable to the General Partner pursuant to the formula set forth under "Distri¬ 
butions," applied on an aggregate basis covering all transactions of the Partner¬ 
ship. 


The Partnership may be terminated at any time by the vote of 85% in interest of 
the Limited Partners. 


The Partnership will pay the General Partner an annual management fee (the 
"Management Fee") payable semi-annually in advance, equal to 2.5% of total 
Capital Commitments. The Management Fee will be reduced by 10% per year for 
each full calendar year after the Commitment Period. The obligation to pay the 
Management Fee is in addition to the obligation to fund Capital Commitments 
and will commence as of the date of the initial closing based on total Capital 
Commitments, regardless of when a Limited Partner is actually admitted. 
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Partnership Expenses 

The General Partner will bear all administrative expenses of the Partnership at¬ 
tributable to its investment activities, including salaries of all investment and 
administrative personnel, travel expenses and facilities costs. 

Ongoing legal fees,accounting and consulting expenses, investment acquisition 
and disposition expenses, the cost of annual or other meetings with Partners and 
periodic meetings of the LP Advisory Committee and extraordinary expenses for 
proposed investments or operations of the Partnership will be borne by the Part¬ 
nership. Legal, accounting and other expenses associated with the organization 
of the Partnership will be paid up to a maximum of 1.0% of Capital Commit¬ 
ments by the Partnership. 

Reports 

Limited Partners will receive audited annual financial reports within 90 days of 
the conclusion of the Partnership's fiscal year. Such reports will include an au¬ 
dited balance sheet and statement of income and changes in the Partnership's 
Capital, a statement of allocations and a statement of determination of the value 
of the Partnership's portfolio securities and the net asset value of the Partnership. 

Limited Partners will also receive an investment overview for each of the Part¬ 
nership's investments shortly following each investment and an annual review 
of the performance of the Partnership's portfolio companies. It is anticipated that 
there will be an annual meeting of Limited Partners where executives of the Part¬ 
nership's portfolio companies will provide an annual review of operations. 

SBIC 

The Partnership may decide to obtain a license as a Small Business Investment 
Company to enable it to obtain leverage up to two times the amount of leverageable 
capital (as defined by the SBIC). No assurances can be made that such applica¬ 
tion will be made or that such license will be obtained. 

Conflicts of Interest 

The General Partner will not organize another investment fund unless (i) the prior 
consent of two-thirds in interest of Limited Partners has been received, or (ii) at 
least 75% of the aggregate Capital Commitments are invested in or committed to 
pending transactions. 

Tax and Legal 

For legal and tax considerations, it is expected that parallel funds will be estab¬ 
lished for investors domiciled in various jurisdictions. Such funds may have sub¬ 
stantially different provisions governing distributions and allocations of income 
and taxation in order to accommodate the particular nature of their investors, 
although it is intended that the economic effect of the terms of all such funds will 
be substantially identical. Collectively, such funds are referred to as the "Partner¬ 
ship." 
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Indemnification 

The Partnership will indemnify the General Partner and its affiliates and person¬ 
nel against claims, liabilities, costs and expenses, including legal fees, incurred by 
them by reason of their activities on behalf of the Partnership and its Portfolio 
Investments, unless the action or omission is the result of gross negligence, fraud 
or willful misconduct or bad faith. Limited partners will not be obligated with 
respect to such indemnification beyond their Capital Commitment. 

ERISA Matters 

The General Partners intends to comply with the "venture capital operating com¬ 
pany" exception under the US Department of Labor plan asset regulation (the 
"DOL Regulation") so that assets of the Partnership will not be treated as "plan 
assets" of the Limited Partners subject to ERISA ("ERISA Partners"). The General 
Partner will use its best efforts to ensure that it and the Partnership will comply 
with ERISA provisions that are, or may become, applicable to them. An ERISA 
Partner will have a limited right to withdraw from the Partnership if its contin¬ 
ued participation would violate ERISA or any assets of the Partnership would 
constitute "plan assets" of the ERISA Partner under the DOL regulation. 

Failure to Pay 
Commitments 

In the event any Limited Partner fails to pay any portion of its Capital Commit¬ 
ment promptly when due, except when such contribution is prohibited by appli¬ 
cable law, that Partner will be in default. The General Partner may elect, in its 
sole discretion, to pursue one or more of the following courses of action: (i) to 
commence legal proceedings to collect the unpaid capital contributions plus in¬ 
terest and the costs of collection; (ii) to sell the unpaid portion of the defaulting 
Limited Partner's interest, (iii) to reduce the defaulting Limited Partner's share of 
future profits by up to 33 percent of what it would have been based on such Lim¬ 
ited Partner's capital contributions to date; (iv) to reduce such defaulting Limited 
Partner's capital account by up to 33 percent; (v) to require that Limited Partner 
withdraw from the Partnership. 

Withdrawals 

Limited Partners may not withdraw from the Fund prior to disolution except 
with the consent of the General Partner, which may be withheld in the General 
Partner's sole discretion. The General Partner may require a Limited Partner to 
withdraw in the event of default or a transfer of a Limited Partner's interest in the 
Partnership in violation of the Partnership Agreement. 

Restrictions on Transfer 

A Limited Partner's interest in the Partnership may not be sold, transferred or 
assigned without the prior written consent of the General Partner. 

Principal Office 

The Fund will maintain an office in Silicon Valley, California. 

Legal Counsel 

Pillsbury Madison & Sutro LLP 
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Exhibits 

Required State Securities Law Legends 


CALILORNIA RESIDENTS ONLY 

THE SALE OF THE SECURITIES WHICH ARE THE SUBJECT OF THIS OFFERING HAVE NOT 
BEEN QUALIFIED WITH THE COMMISSIONER OF CORPORATIONS OF THE STATE OF CALI¬ 
FORNIA, AND THE ISSUANCE OF THE SECURITIES OR THE PAYMENT OR RECEIPT OF ANY 
PART OF THE CONSIDERATION THEREFOR PRIOR TO THE QUALIFICATION IS UNLAWFUL, 
UNLESS THE SALE OF SECURITIES IS EXEMPTED FROM QUALIFICATION BY SECTION 25100, 
25102, OR 25105 OF THE CALIFORNIA CORPORATIONS CODE. THE RIGHTS OF ALL PARTIES 
TO THIS OFFERING ARE EXPRESSLY CONDITIONED UPON SUCH QUALIFICATION BEING 
OBTAINED, UNLESS THE SALE IS SO EXEMPT. 


CONNECTICUT RESIDENTS ONLY 

THESE SECURITIES HAVE NOT BEEN REGISTERED UNDER SECTION 36-485 OF THE CONNECTI¬ 
CUT UNIFORM SECURITIES ACT. THESE SECURITIES ARE SUBJECT TO RESTRICTIONS ON 
TRANSFERABILITY AND SALE AND MAY NOT BE SOLD, EXCEPT AS PERMITTED UNDER THE 
CONNECTICUT UNIFORM SECURITIES ACT PURSUANT TO REGISTRATION OR AN EXEMP¬ 
TION THEREFROM. 


FLORIDA RESIDENTS ONLY 

THE SECURITIES REFERRED TO HEREIN WILL BE SOLD TO, AND ACQUIRED BY, THE HOLDER 
IN A TRANSACTION EXEMPT UNDER SECTION 517.061 OF THE FLORIDA SECURITIES ACT. 
THE SECURITIES HAVE NOT BEEN REGISTERED UNDER SAID ACT IN THE STATE OF FLORIDA. 
IN ADDITION, WHEN SALES ARE MADE TO FIVE OR MORE PERSONS IN FLORIDA, ANY SALE 
MADE PURSUANT TO SECTION 517.061 OF THE FLORIDA SECURITIES ACT IS VOIDABLE BY 
SUCH FLORIDA PURCHASER EITHER WITHIN THREE DAYS AFTER THE FIRST TENDER OF 
CONSIDERATION IS MADE BY SUCH PURCHASER TO THE ISSUER, AN AGENT OF THE IS¬ 
SUER OR AN ESCROW ACCOUNT OR WITHIN THREE DAYS AFTER THE AVAILABILITY OF 
THE PRIVILEGE IS COMMUNICATED TO SUCH PURCHASER, WHICHEVER OCCURS LATER. 
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NEW HAMPSHIRE RESIDENTS ONLY 

IN ACCORDANCE WITH NEW HAMPSHIRE BLUE SKY SECURITIES LAW (UNIFORM SECURI¬ 
TIES ACT) SECTION 421-B:20. 

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR ANY APPLICATION FOR A LI¬ 
CENSE HAS BEEN FILED NOR THE FACT THAT A SECURITY IS EFFECTIVELY REGISTERED OR 
A PERSON IS LICENSED CONSTITUTES A FINDING BY THE DIRECTOR OF THE OFFICE OF 
SECURITIES REGULATION THAT ANY DOCUMENT FILED UNDER THIS CHAPTER IS TRUE, 
COMPLETE AND NOT MISLEADING. NEITHER ANY SUCH FACT NOR THE FACT THAT AN 
EXEMPTION OR EXCEPTION IS AVAILABLE FOR A SECURITY OR A TRANSACTION MEANS 
THAT THE DIRECTOR OF THE OFFICE OF SECURITIES REGULATION HAS PASSED IN ANY 
WAY UPON THE MERITS OR QUALIFICATIONS OR, OR RECOMMENDED OR GIVEN APPROVAL 
TO, ANY PERSON, SECURITY, OR TRANSACTION. IT IS UNLAWFUL TO MAKE, OR CAUSE TO 
BE MADE, TO ANY PROSPECTIVE PURCHASER, CUSTOMER, OR CLIENT ANY REPRESENTA¬ 
TION INCONSISTENT WITH THE PROVISIONS OF THIS SECTION. 


TEXAS RESIDENTS ONLY 

THE INTERESTS REFERRED TO IN THIS PRIVATE PLACEMENT MEMORANDUM HAVE NOT 
BEEN REGISTERED UNDER THE TEXAS SECURITIES ACT OF 1957 AND CANNOT BE SOLD 
UNLESS THEY ARE SUBSEQUENTLY REGISTERED UNDER THAT ACT OR AN EXEMPTION 
FROM SUCH REGISTRATION IS AVAILABLE. THE INTERESTS ARE ALSO SUBJECT TO RESTRIC¬ 
TIONS ON TRANSFER AND SALE AS REFERRED TO IN THIS PRIVATE PLACEMENT MEMO¬ 
RANDUM. 


WISCONSIN RESIDENTS ONLY 

IN MAKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR OWN EXAMI¬ 
NATION OF THE ISSUER AND THE TERMS OF THE OFFERING, INCLUDING THE MERITS AND 
RISKS INVOLVED. THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL 
OR STATE SECURITIES COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, THE 
FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE 
ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMI¬ 
NAL OFFENSE. 
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INVESTORS IN OTHER STATES 

IN MAKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR OWN EXAMI¬ 
NATION OF THE PARTNERSHIP AND THE TERMS OF THE OFFERING, INCLUDING THE MER¬ 
ITS AND RISKS INVOLVED. □□ THESE SECURITIES MR NOT BEEN RECOMMENDED BY ANY 
UNITED STATES FEDERAL OR STATE SECURITIES COMMUSSION OR REGULATORY AUTHOR¬ 
ITY FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE ACCU¬ 
RACY OR DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION TO 
THE CONTRARY IS A CRIMINAL OFFENSE. 

THESE SECURITIES ARE SUBJECT TO RESTRICTIONS ON TRANSFERABILITY AND RESALE AND 
MAY NOT BE TRANSFERRED OR RESOLD EXCEPT AS PERMITTED UNDER THE UNITED STATES 
SECURITIES ACT OF 1933, AS AMENDED, AND THE APPLICABLE STATE SECURITIES LAWS, 
PURSUANT TO REGISTRATION OR EXEMPTION THEREFROM. INVESTORS SHOULD BE AWARE 
THAT THEY MAY BE REQUIRED TO BEAR THE FINANCIAL RISKS OF THE INVESTMENT FOR 
AN INDEFINITE PERIOD OF TIME 
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Exhibits 

International Legends 


AUSTRALIA RESIDENTS ONLY 

THIS MEMORANDUM IS NOT A PROSPECTUS WHICH HAS BEEN LODGED OR IS RE¬ 
QUIRED TO BE LODGED WITH THE AUSTRALIAN SECURITIES COMMISSION. OFFERS OF 
INTERESTS IN THE PARTNERSHIP WILL ONLY BE MADE TO PERSONS TO WHOM EX¬ 
CLUDED OFFERS OR EXCLUDED INVITATIONS MAY BE MADE IN ACCORDANCE WITH 
SECTION 66 OF THE CORPORATIONS LAW. UNLESS THE APPLICANT IS A PERSON TO 
WHOM EXCLUDED OFFERS MAY BE MADE, THE MINIMUM APPLICATION IS THE US DOL¬ 
LAR EQUIVALENT OF A$500,000. 


BAHRAIN RESIDENTS ONLY 

ALL APPLICATIONS FOR INVESTMENT SHOULD BE RECEIVED, AND ANY ALLOTMENTS 
MADE, FROM OUTSIDE BAHRAIN. THE PARTNERSHIP IS NOT A COLLECTIVE INVESTMENT 
SCHEME WITHIN THE MEANING OF BAHRAIN MONETARY AGENCY CIRCULAR NO. OG/ 
356/92 DATED NOVEMBER 18,1992. 


BELGIUM RESIDENTS ONLY 

INTERESTS IN THE PARTNERSHIP ARE BEING OFFERED FOR SALE IN BELGIUM (1) ONLY TO 
INSTITUTIONAL AND OTHER INVESTORS REFERRED TO IN ARTICLE 3 OF THE BELGIAN 
ROYAL DECREE OF JANUARY 9,1991, OR (2) SUBJECT TO A MINIMUM INVESTMENT OF BEF 10 
MILLION PER INVESTOR PURSUANT TO SUCH ARTICLE 3. THIS MEMORANDUM HAS NOT 
BEEN SUBMITTED TO OR APPROVED BY THE BELGIAN BANKING AND FINANCE COMMIS¬ 
SION. 


BRUNEI RESIDENTS ONLY 

THIS MEMORANDUM AND THE INTERESTS HAVE NOT BEEN DELIVERED TO, REGISTERED 
WITH OR APPROVED BY THE BRUNEI DARUSSALAM REGISTRAR OF COMPANIES. 


GENESIS VCJ?tureS Prepared Exclusively for: The Blackstone Group 


57 









CONFIDENTIAL 


Appendix 


FRANCE RESIDENTS ONLY 

INTERESTS IN THE PARTNERSHIP MAY NOT BE OFFERED OR SOLD, DIRECTLY OR INDIRECTLY, 
TO THE PUBLIC IN FRANCE. NEITHER THIS MEMORANDUM, WHICH HAS NOT BEEN SUB¬ 
MITTED TO THE CLEARANCE PROCEDURES OF THE FRENCH AUTHORITIES, INCLUDING 
THE COMMISSIONS DES OPERATIONS DES BOURSE, NOR ANY OFFERING MATERIAL OR IN¬ 
FORMATION CONTAINED THEREIN RELATING TO THE OFFER OF INTERESTS, MAY BE RE¬ 
LEASED OR ISSUED TO THE PUBLIC IN FRANCE OR USED IN CONNECTION WITH ANY SUCH 
OFFER. THIS MEMORANDUM DOES NOT CONSTITUTE AN OFFER TO SELL SECURITIES UN¬ 
DER THE SECURITIES LAWS OF FRANCE. 


GERMANY RESIDENTS ONLY 

THE INTERESTS HAVE NOT BEEN AND WILL NOT BE REGISTERED UNDER THE SECURITIES 
LAWS OF GERMANY AND ANY PUBLIC OFFER, SALE, OR ADVERTISEMENT IN GERMANY 
CONSTITUTES A VIOLATION OF APPLICABLE LAW. THIS MEMORANDUM MAY ONLY BE CIR¬ 
CULATED IN GERMANY TO A PREDETERMINED, LIMITED NUMBER OF INVESTORS. 


HONG KONG RESIDENTS ONLY 

THE INVESTOR ACKNOWLEDGES THAT THE PARTNERSHIP HAS NOT BEEN AUTHORIZED 
IN HONG KONG BY THE HONG KONG SECURITIES AND FUTURES COMMISSION PURSUANT 
TO SECTION 15 OF THE HONG KONG SECURITIES ORDINANCE, NOT HAS THE MEMORAN¬ 
DUM BEEN REGISTERED BY THE REGISTRAR OF COMPANIES IN HONG KONG. ACCORD¬ 
INGLY, INTERESTS WILL BE OFFERED ONLY TO PERSONS IN HONG KONG WHOSE BUSINESS 
INCLUDES THE ACQUISITION, DISPOSAL OR HOLDING OF SECURITIES, WHETHER AS PRIN¬ 
CIPAL OR AGENT. THIS MEMORANDUM IS DELIVERED ONLY TO THE RECIPIENT AND MAY 
NOT BE USED, COPIED, REPRODUCED OR DISTRIBUTED, IN WHOLE OR IN PART, TO ANY 
OTHER PERSON. 
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ITALY RESIDENTS ONLY 

THIS MEMORANDUM IS SOLELY INTENDED FOR THE INDIVIDUALS TO WHOM IT IS DELIV¬ 
ERED AND MAY NOT BE CONSIDERED OR USED AS A PUBLIC OFFERING IN THE MEANING 
OF, AND FOR THE PURPOSE OF, THE ART. 1/8 TER. L.N. 216/74. IN ADDITION, ANY PERSON 
WHO IS IN POSSESSION OF THIS MEMORANDUM UNDERSTANDS THAT NO ACTION HAS 
OR WILL BE TAKEN THAT WOULD ALLOW AN OFFERING OF INTERESTS TO THE PUBLIC IN 
ITALY. ACCORDINGLY, THE INTERESTS MAY NOT BE OFFERED, SOLD OR DELIVERED AND 
NEITHER THIS MEMORANDUM NOR ANY OTHER OFFERING MATERIAL RELATING TO IN¬ 
TERESTS MAY BE DISTRIBUTED OR MADE AVAILABLE TO THE PUBLIC IN ITALY. INDIVIDUAL 
SALES OF THE INTERESTS TO ANY PERSON IN ITALY MAY ONLY BE MADE ACCORDING TO 
ITALIAN SECURITIES, TAX AND OTHER APPLICABLE LAWS AND REGULATIONS. 


JAPAN RESIDENTS ONLY 

THE LIMITED PARTNERSHIP INTERESTS MAY NOT BE OFFERED OR SOLD DIRECTLY OR INDI¬ 
RECTLY TO THE PUBLIC IN JAPAN AND NEITHER THIS MEMORANDUM, WHICH HAS NOT 
BEEN SUBMITTED TO THE MINISTRY OF FINANCE, NOR ANY OFFERING MATERIAL OR IN¬ 
FORMATION CONTAINED THEREIN RELATING TO THE INTERESTS, MAY BE SUPPLIED TO 
THE PUBLIC IN JAPAN OR USED IN CONNECTION WITH ANY OFFER FOR SUBSCRIPTION OR 
SALE OF INTERESTS TO THE PUBLIC IN JAPAN. 


LUXEMBOURG RESIDENTS ONLY 

THIS MEMORANDUM IS STRICTLY PRIVATE AND CONFIDENTIAL, IS BEING ISSUED TO A LIM¬ 
ITED NUMBER OF SOPHISTICATED INVESTORS, AND MAY NOT BE REPRODUCED OR USED 
FOR ANY OTHER PURPOSE, NOR PROVIDED TO ANY PERSON OTHER THAN THE RECIPIENT 
THEREOF. 


MONACO RESIDENTS ONLY 

INTERESTS IN THE PARTNERSHIP MAY NOT BE OFFERED OR SOLD, DIRECTLY OR INDIRECTLY, 
TO THE PUBLIC IN MONACO OTHER THAN BY AN AUTHORIZED INTERMEDIARY. NEITHER 
THIS MEMORANDUM, WHICH HAS NOT BEEN SUBMITTED TO THE CLEARANCE PROCE¬ 
DURE OF THE MONEGASQUE AUTHORITIES, INCLUDING THE COMMISSION DE CONTROLE, 
NOR ANY OFFERING MATERIAL RELATING TO THE OFFER OF INTERESTS, MAY BE RELEASED 
OR ISSUED TO THE PUBLIC IN MONACO IN ACCORDANCE WITH ANY SUCH OFFER. THIS 
MEMORANDUM DOES NOT CONSTITUTE AN OFFER TO SELL SECURITIES UNDER THE SE¬ 
CURITIES LAWS OF MONACO. 
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THE NETHERLANDS RESIDENTS ONLY 

THE INTERESTS MAY NOT BE OFFERED, TRANSFERRED, DELIVERED OR SOLD, WHETHER 
DIRECTLY OR INDIRECTLY, TO ANY INDIVIDUAL OR LEGAL ENTITY IN THE NETHERLANDS 
AS PART OF THE INITIAL DISTRIBUTION, OR AT ANY TIME THEREAFTER, OTHER THAN TO 
INDIVIDUALS OR LEGAL ENTITIES WHO, OR WHICH, TRADE OR INVEST IN SECURITIES IN 
THE CONDUCT OF THEIR PROFESSION OR TRADE (WHICH INCLUDES BANKS, BROKERS, 
DEALERS, INSURANCE COMPANIES, PENSION FUNDS, OTHER INSTITUTIONAL INVESTORS 
AND COMMERCIAL ENTERPRISES REGULARLY, AS AN ANCILLARY ACTIVITY, INVESTING 
IN SECURITIES). 


SINGAPORE RESIDENTS ONLY 

THE INTERESTS MAY NOT BE OFFERED OR SOLD, NOR MAY ANY DOCUMENT OR OTHER 
MATERIAL IN CONNECTION WITH THE INTERESTS BE ISSUED, CIRCULATED OR DISTRIB¬ 
UTED, EITHER DIRECTLY OR INDIRECTLY, TO PERSONS IN SINGAPORE OTHER THAN (1) 
UNDER CIRCUMSTANCES IN WHICH SUCH OFFER OR SALE DOES NOT CONSTITUTE AN 
OFFER OR SALE OF THE INTERESTS TO THE PUBLIC IN SINGAPORE OR (2) TO PERSONS WHOSE 
ORDINARY BUSINESS IT IS TO BUY OR SELL SHARES OR DEBENTURES, WHETHER AS PRINCI¬ 
PAL OR AGENT. 


SWEDEN RESIDENTS ONLY 

THE INTERESTS ARE BEING OFFERED TO A LIMITED NUMBER OF INSTITUTIONAL INVES¬ 
TORS AND THEREFORE THIS MEMORANDUM HAS NOT BEEN, AND WILL NOT BE, REGIS¬ 
TERED WITH THE SWEDISH FINANCIAL SUPERVISORY AUTHORITY UNDER THE SWEDISH 
FINANCIAL INSTRUMENTS TRADING ACT (1991:980). FURTHER, NO SINGLE INVESTOR WILL 
INVEST AN AMOUNT LESS THAN SEK 300,000. ACCORDINGLY, THIS MEMORANDUM MAY 
NOT BE MADE AVAILABLE, NOR MAY INTERESTS OTHERWISE BE MARKETED AND OFFERED 
FOR SALE IN SWEDEN, OTHER THAN IN CIRCUMSTANCES WHICH ARE DEEMED NOT TO BE 
AN OFFER TO THE PUBLIC IN SWEDEN UNDER THE FINANCIAL INSTRUMENTS TRADING 
ACT. 

THE RECIPIENTS OF THIS MEMORANDUM MAY NOT FORWARD ANY OFFER TO, OR REPLACE 
THEMSELVES WITH, ANY OTHER INVESTOR(S) IN SWEDEN WITHOUT COMPLYING WITH 
THE RELEVANT LAWS. 
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SWITZERLAND RESIDENTS ONLY 

THE PARTNERSHIP HAS NOT BEEN AUTHORIZED BY THE SWISS FEDERAL BANKING COM¬ 
MISSION AS A FOREIGN INVESTMENT FUND UNDER ARTICLE 45 OF THE SWISS FEDERAL 
LAW ON INVESTMENT FUNDS OF MARCH 18,1994. ACCORDINGLY, INTERESTS MAY NOT BE 
OFFERED OR DISTRIBUTED ON A PROFESSIONAL BASIS IN OR FROM SWITZERLAND, UN¬ 
LESS THE OFFER OR DISTRIBUTION IS EXCLUSIVELY ADDRESSED TO SWISS INSTITUTIONAL 
INVESTORS, WITHOUT ANY PUBLIC OFFERING. 


TAIWAN RESIDENTS ONLY 

INTERESTS HAVE NOT BEEN OFFERED, SOLD OR DELIVERED, AND WILL NOT BE OFFERED, 
SOLD OR DELIVERED AT ANY TIME, DIRECTLY OR INDIRECTLY, IN THE REPUBLIC OF CHINA 
IN A MANNER THAT WOULD CONSTITUTE A PUBLIC OFFERING. 


UNITED KINGDOM RESIDENTS ONLY 

THE PARTNERSHIP IS A COLLECTIVE INVESTMENT SCHEME AS DEFINED IN THE FINAN¬ 
CIAL SERVICES ACT 1986 (THE "UK ACT") OF THE UNITED KINGDOM (THE "UK"). THE 
PARTNERSHIP HAS NOT BEEN AUTHORIZED OR OTHERWISE APPROVED BY THE SECURI¬ 
TIES AND INVESTMENTS BOARD AND, AS AN UNREGULATED SCHEME, IT ACCORDINGLY 
CANNOT BE MARKETED IN THE UK TO THE GENERAL PUBLIC. THIS MEMORANDUM IS 
BEING ISSUED IN THE UK ONLY TO PERSONS OF A KIND DESCRIBED IN ARTICLE 11(3) OF 
THE FINANCIAL SERVICES ACT 1986 (INVESTMENT ADVERTISEMENTS) (EXEMPTIONS) 
ORDER 1996 OR ANY OTHER PERSON TO WHOM SUCH DOCUMENT MAY OTHERWISE 
LAWFULLY BE ISSUED OR PASSED ON. TRANSMISSION OF THIS MEMORANDUM TO ANY 
OTHER PERSON IN THE UK IS UNAUTHORIZED AND MAY CONTRAVENE THE UK ACT. 
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CERTAIN RISK FACTORS 

The purchase of Interests involves a number of significant risks that should be considered before 
making any investment. These risks include, but are not limited to, the following: 

No Assurance of Investment Return. Genesis cannot provide assurance that it will be able to choose, 
make and realize investments in any particular company or portfolio of companies. These is no assur¬ 
ance that the Partnership will be able to generate returns for its investors or that returns will be com¬ 
mensurate with the risks of investing in the type of companies and transactions described herein. An 
investment in the Partnership should only be considered by persons who can afford a loss of their 
entire investment. Part performance of investment entities associated with the members of the Gen¬ 
eral Partner is not necessarily indicative of future results. There can be no assurance that projected or 
targeted returns for the Partnership will be achieved. 

Concentration of Investments in Technology Industries. The Partnership's portfolio companies will 
be concentrated in the technology sector. The technology industry is faced with rapid change, evi¬ 
denced by rapidly changing market conditions and / or participants, new competing products and / or 
improvements in existing products. The Partnership's portfolio companies will compete in this vola¬ 
tile environment. There is no assurance that products or services sold by portfolio companies will not 
be rendered obsolete or adversely affected by competing products or that portfolio companies will 
not be adversely affected by other challenges. Instability, fluctuation or an overall decline within the 
technology industry will likely not be balanced by investments in other industries not so affected. In 
the event that the technology sector as a whole declines, returns to Limited Partners may decrease. 

Unspecified Investments. The Partnership will begin operations upon closing. A purchaser of Inter¬ 
ests must rely upon the ability of Genesis to identify, structure and implement investments consistent 
with the Partnership's investment objectives and policies. The Partnership may be unable to find a 
sufficient number of attractive opportunities to meet its investment objectives. The success of the 
Partnership will depend on the ability of the Partnership to identify suitable investments, to negotiate 
and arrange the closing of the appropriate transactions and to arrange the timely disposition of port¬ 
folio investments. While members of the General Partner have identified several prospects, there can 
be no assurance that these investments will be consummated on terms and conditions acceptable to 
the Partnership. 

Management. Limited Partners have no rights or powers to take part in the management of the Part¬ 
nership or make investment decisions and will not receive the level of portfolio company information 
that is available to Genesis. Accordingly, no person should purchase an Interest unless such person is 
willing to entrust all aspects of the management of the Partnership to Genesis. In addition, each port¬ 
folio company's day-to-day operations will be the responsibility of each company's management team. 
Although Genesis will be responsible for monitoring the performance of each investment and intends 
to play an active role, there can be no assurance that the existing management team, or any successor, 
will be able to operate the portfolio company in accordance with the Partnership's plans. 
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Risk of Limited Number of Investments. The Partnership may participate in a limited number of 
investments and, as a consequence, the aggregate return of the Partnership may be adversely affected 
by the unfavorable performance of any single investment. 

Illiquid and Long-Term Investments. It is anticipated that there will be a significant period of time 
(up to six years or more) before the Partnership will have completed its investments in portfolio com¬ 
panies. Such investments are currently expected by Genesis to take from five to seven years from the 
date of initial investment to reach a state of maturity when realization of the investment can be achieved. 
Transaction structures typically may not provide for liquidity of the Partnership's investment prior to 
that time. In light of the foregoing, it is likely that no significant return from the disposition of the 
Partnership's investments will occur until three and possibly ten or more years from the date of Part¬ 
nership's final closing. Generally, there will be no readily available market for investments made by 
the Partnership, and the Partnership Agreement provides that any partial transfer of a Partner's in¬ 
vestment in Genesis, whether voluntary or involuntary, shall not be valid or effective unless approved 
by the General Partner in its absolute discretion. 

The Partnership will generally not be able to sell its securities publicly unless their sale is registered 
under applicable securities laws, or unless an exemption from such registration requirements is avail¬ 
able. Disposition of such investments may require a lengthy time period or may result in distributions 
in kind to investors. In addition, in some cases the Partnership may be prohibited by contract from 
selling portfolio company securities for a period of time. 

Competition for Investments. The Partnership expects to encounter competition from other entities 
having similar investment objectives. Potential competitors include other investment partnerships 
and corporations, business development companies, strategic industry acquirers and other financial 
investors investing directly or through affiliates. Some of these competitors may have more relevant 
experience, greater financial resources, and more personnel than Genesis. It is possible that competi¬ 
tion for appropriate investment opportunities may increase, thus reducing the number of opportuni¬ 
ties available to the Partnership and adversely affecting the terms upon which investments can be 
made. There can be no assurance that the Partnership will be able to identify or consummate invest¬ 
ments that satisfy its investment criteria or that such investments will satisfy the Partnership's rate of 
return objectives. 

Risks Arising from Provision of Managerial Assistance. Genesis intends to operate as the Partner¬ 
ship as a "venture capital operating company" ("VCOC") within the meaning of regulations promul¬ 
gated under ERISA or meet another exemption from the ERISA "plan asset" regulations. Operating as 
a VCOC requires that the Partnership obtain rights to participate substantially in and to influence 
substantially the conduct of the management of a number of the Partnership's portfolio companies. 
The Partnership will typically designate a director to serve on the board of directors of each portfolio 
company as to which it obtains such rights. The designation of directors and other measures contem¬ 
plated could expose the assets of the Partnership to claims by a portfolio company, its security holders 
and its creditors. While Genesis intends to manage the Partnership to minimize exposure to these 
risks, the possibility of successful claims cannot be precluded. 
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ERISA Considerations. If the Partnership is operated to qualify as a VCOC in order to avoid holding 
"plan assets" within the meaning of ERISA, the Partnership may be restricted or precluded from 
making certain investments. In addition, it may be necessary for Genesis to liquidate Partnership 
investments at a disadvantageous time in order to avoid holding ERISA "plan assets," resulting in 
lower proceeds to the Partnership than might have been the case without the need to qualify as a 
VCOC. 

Indemnification. The Partnership will be required to indemnify Genesis, its affiliates, and their re¬ 
spective officers, directors, agents, stockholders, members and partners for liabilities incurred in con¬ 
nection with the affairs of the Partnership. Such liabilities may be material and have an adverse affect 
on the returns to the Limited Partners. For example, in their capacity as directors of portfolio compa¬ 
nies, the members, managers or affiliates of Genesis may be subject to derivative or other similar 
claims brought by shareholders of such companies. The indemnification obligation of the Partnership 
would be payable from the assets of the Partnership, including unpaid capital commitments of the 
Limited Partners. If the assets of the Partnership are insufficient. Genesis may recall distributions 
previously made to the Limited Partners. 

No Market for Limited Partnership Interests. The Interests in the Partnership have not been regis¬ 
tered under the Act or applicable securities laws of any state of non-U.S. jurisdiction. Therefore, the 
Interest cannot be resold unless subsequently registered under the Act and other applicable laws or an 
exemption from such registration is available. There is no public market for the Interests, and none is 
expected to develop. In addition, the Interests are not transferable except with the consent of Genesis, 
which it may withhold in its sole discretion. Limited Partners may not withdraw capital from the 
Partnership, except in certain limited circumstances. Consequently, Limited Partners may not be able 
to liquidate their investments prior to the end of the Partnership's term. 

Reliance of General Partner and Newly Formed Organization. Decisions with respect to the man¬ 
agement of the Partnership will be made by Genesis. The success of the Partnership will depend on 
the ability of Genesis to identify and consummate suitable investments, to improve the operating 
performance of portfolio companies and to dispose of investments of the Partnership at a profit. The 
loss of the services of one or more of the members of the General Partners could have an adverse 
impact on the Partnership's ability to realize its investment objectives. There can be no assurance that 
each of the members of the General Partner will continue to be affiliated with the Partnership throughout 
its anticipated term. Genesis is a newly formed organization, and the members of the General Partner 
have not worked together before in a formal fashion. The Partnership has not commenced operations 
and therefore has no operating history upon which prospective investors may evaluate its perform¬ 
ance. 

General Partner Conflicts of Interest. Instances may arise where the interests of Genesis may poten¬ 
tially or actually conflict with the interests of the Partnership and the Limited Partners. The members 
of the General Partner intend to devote their efforts and energies to the Partnership, and to maintain 
awareness of opportunities, trends and resources, they may also spend a minor portion of their time 
performing services for other companies and may serve on boards of directors of companies in which 
Genesis does not have an economic interest. The members of the General Partner may engage in other 


GENESIS VCflturtS Prepared Exclusively for: The Blackstone Group 


64 




CONFIDENTIAL 


Appendix 


enterprises provided, however, that the members of the General Partner, while employed by Genesis, 
shall first offer any investment opportunities within the scope of Genesis' investment strategy and for 
which Genesis has adequate resources to take advantage of the opportunity, to Genesis. To the extent 
that Genesis, after good faith consideration by the General Partner, does not invest in such opportu¬ 
nity, the members of the General Partner may elect to give or share such investment opportunity to or 
with one or more of the following: any Limited Partner, any employee, agent or affiliate of a Limited 
Partner, any enterprise or partnership in which a member of the General Partner has an interest, or 
any unaffiliated person. 

Diverse Limited Partner Group. The Limited Partners may have conflicting investment, tax and other 
interests with respect to their investments in the Partnership. The conflicting interests of individual 
Limited Partners may relate to or arise from, among other things, the nature of investments made by 
the Partnership, the structuring or the acquisition of investments and the timing of disposition of 
investments. As a consequence, conflicts of interest may arise in connection with the decisions made 
by the General Partner, including the nature or structuring of investments that may be more beneficial 
for one investor than for another investor, especially with respect to Limited Partners' individual tax 
situations. In selecting and structuring investments appropriate for the Partnership, the General Part¬ 
ner will consider the investment and tax objectives of the Partnership and its Partners as a whole, not 
the investment, tax or other objectives of any Limited Partner individually. 

Failure to Make Capital Contributions. If a Limited Partner fails to pay when installments of its 
Capital Commitment to the Partnership, and the contributions made by non-defaulting Limited Part¬ 
ners are inadequate to cover the defaulted capital contribution, the Partnership may be unable to pay 
its obligations when due. As a result, the Partnership may be subjected to significant penalties that 
could materially adversely affect the returns to the Limited Partners (including non-defaulting Lim¬ 
ited Partners). If a Limited Partner defaults, it may be subject to various remedies as provided in the 
Partnership Agreement, including without limitation, reductions in its capital account balance. 

Dilution from Subsequent Closings. Limited Partners subscribing for Interests at subsequent clos¬ 
ings will participate in existing investments of the Partnership, diluting the interest of existing Lim¬ 
ited Partners therein. Although such Limited Partners will contribute their pro rata share of previ¬ 
ously made Partnership draws (plus an additional amount thereon), there can be no assurance that 
this payment will reflect the fair value of the Partnership's existing investments at the time such addi¬ 
tional Limited Partners subscribe for Interests. 

Legal, Tax and Regulatory Risks. Legal, tax and regulatory changes could occur during the term of 
the Partnership that may adversely affect the Partnership, its Portfolio Companies, or Partners. There 
is a risk that the Internal Revenue Service will not concur as to the tax consequences of an investment 
in the Partnership described in Tax and Regulatory Matters. Please refer to the discussion set forth in 
that section. 
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LEGAL, TAX AND REGULATORY MATTERS 


The following description summarizes certain federal income tax consequences generally applicable 
to persons considering the acquisition of Interests. This discussion does not deal with all tax consid¬ 
erations that may be relevant to specific investors or classes of investors in light of their particular 
circumstances. Furthermore, no state, local or non-U.S. tax considerations are addressed. All prospec¬ 
tive investors are urged to consult with their own tax advisors about the federal, state, local and other 
tax consequences of purchasing and holding Interests, including any special consequences applicable 
to non-U.S. investors, governmental entities, insurance companies, and organizations generally ex¬ 
empt from taxation. This discussion is based upon the U.S. Internal Revenue Code of 1986, as amended 
(the "Code"), the Treasury regulations promulgated thereunder, published rulings and court deci¬ 
sions, all as of the date hereof. No assurance can be given that future legislation, administrative rul¬ 
ings or court decisions will not modify the conclusions set forth in this summary. This summary is 
addressed only to U.S. persons holding interests in the Partnership as capital assets and does not 
discuss all of the U.S. federal income tax consequences that may be relevant to a particular investor. 
No advance rulings have been or will be sought from the Internal Revenue Service (the "IRS") regard¬ 
ing any matter discussed in this Memorandum. 

Partnership Status. The Partnership has been advised by its legal counsel that it will be treated as a 
partnership and not as an association taxable as a corporation for federal income tax purposes. Legal 
counsel will issue an opinion to the effect that the Partnership will be treated as a partnership and not 
as an association taxable as a corporation or publicly traded partnership for U.S. federal income tax 
purposes. An opinion of counsel, however, has no binding effect on the IRS or the courts. Assuming 
that the Partnership is treated as a partnership for federal income tax purposes, the Partnership will 
not, as an entity, pay federal income tax. 

If the Partnership were treated as an association taxable as a corporation, it would be subject to tax on 
its income at regular U.S. federal corporate income tax rates, without deduction for any distribution 
to Partners, thereby materially reducing the amount of any cash available for distribution. In addi¬ 
tion, capital gains and losses and other income and deductions would not be passed through to Part¬ 
ners, and Partners would be treated as shareholders for U.S. federal income tax purposes. In such 
case, distributions to Partners would be treated as dividends, return of capital and / or gains. 

Taxation of Limited Partners. Each Partner in computing its federal income tax liability for a taxable 
year will be required to take into account its allocable share of all items of Partnership income, gain, 
loss, deduction and credit for the taxable year of the Partnership ending within or with such taxable 
year of such Partner, regardless of whether such Partner has received any distributions from the Part¬ 
nership. The Partnership will allocate these items to the General Partner and the Limited Partners in a 
manner consistent with the economic allocations described under "Summary of Principal Terms." 
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Limitation on Deductibility of Capital Losses. Capital losses generally are deductible by individuals 
only to the extent of capital gains for the taxable year plus up to $3,000 of ordinary income ($1,500 in 
the case of a husband and wife filing separate returns). Excess capital losses may be carried forward. 
Capital losses generally are deductible by corporations only to the extent of capital gains for the tax¬ 
able year. Corporations may carry capital losses back three years and forward five years. Prospective 
corporate investors should consult their tax advisors regarding the deductibility of capital losses. 

Limitation on Deductibility of Partnership Losses. A Partner is restricted from taking into account 
for federal income tax purposes any Partnership loss in excess of the adjusted tax basis of such interest 
in the Partnership. In addition, the Code restricts individuals, certain noncorporate taxpayers and 
certain closely-held corporations from taking into account for federal income tax purposes any Part¬ 
nership net loss in excess of the amounts for which such Limited Partner is "at risk" (as defined in the 
Code) with respect to its interest in the Partnership as of the end of the Partnership's taxable year in 
which such loss occurred. 

Limitation on Deductibility of Passive Losses. In addition to the limitations on the deductibility of 
losses described above, the Code restricts individuals, certain closely held corporations and certain 
noncorporate taxpayers from using trade or business losses sustained by limited partnerships and 
other businesses in which the taxpayer does not materially participate to offset income from other 
sources. Therefore, such losses cannot be used to offset salary or other earned income, active business 
income or "portfolio income" (i.e., dividends, interest, royalties and nonbusiness capital gains) of the 
taxpayer. Losses and credits suspended under the limitation may be carried forward indefinitely and 
may be used in later years against income from passive activities. Moreover, a taxable disposition by 
a taxpayer of the entire interest in a passive activity will cause the recognition of any suspended losses 
attributable to that activity. 

This so-called "passive activity loss" limitation will not apply to limit losses sustained by the Partner¬ 
ship, since the Partnership's investment activities are not expected to rise to the level of carrying on a 
trade or business for this purpose. Purthermore, a Limited Partner will not be able to use losses from 
its interests in passive activities to offset its share of income and capital gain from the Partnership. 

Deduction for Certain Expenses. The expenses of the Partnership will likely constitute investment 
expenses deductible under Section 212 of the Code (as opposed to Section 162 of the Code). As a 
result, expenses of the Partnership will be deductible by an individual Limited Partner only to the 
extent that the expenses, when combined with other expenses deductible by the Limited Partner un¬ 
der Section 212 of the Code, exceeded 2% of the Limited Partner's adjusted gross income for the 
particular taxable year. It is likely that certain other limitations would apply. 

Limited Partners will be entitled to amortize their allocable shares of the Partnership's organization 
expenses ratably over the first sixty months of the Partnership's existence. Any expenses incurred by 
the Partnership in promoting the sale of its in the Partnership will not be deductible. 
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Limitation on Deductibility of Investment Interest. Interest paid or accrued on indebtedness prop¬ 
erly allocable to property held for investment, other than passive activity ("investment interest"), 
generally is deductible by individuals and other non-corporate taxpayers only to the extent it does not 
exceed net investment income. Investment interest disallowed under this limitation is carried for¬ 
ward and treated as investment interest in succeeding taxable years. Investment income includes 
gross income from "property held for investment" and generally excludes net gain attributable to the 
disposition of such property. A taxpayer, however, may elect to include all or a portion of such net 
gain in investment income, in which case the taxpayer must correspondingly reduce the amount of 
the taxpayer's net capital gain that is otherwise eligible for the maximum 28% tax rate. For purposes 
of these rules, property held for investment includes property that produces portfolio income (see 
"Limitation on Deductibility of Passive Losses" above) and any interest in a trade or business activity 
which is not a passive activity and in which the holder does not materially participate. Any item of 
income or expense taken into account under the passive activity loss limitation is excluded from in¬ 
vestment income and expense for purposes of computing net investment income. 

It is expected that interest paid by the Partnership on borrowings, as well as any interest paid by a 
Limited Partner on borrowings incurred to purchase an interest in the Partnership will be considered 
"investment interest" under the Code. It is also expected, however, that any investment income from 
the Partnership passed through to the Limited Partners would qualify as "net investment income" 
that would increase the amount of investment interest that each Limited Partner would be entitled to 
deduct. Accordingly, because the amount of any Limited Partner's investment interest subject to dis¬ 
allowance in any taxable year will depend on the amount of investment income generated by the 
Partnership as well as investment income and expenses of the Limited Partner from sources other 
than the Partnership (and whether, or to what extent, the election described in the preceding para¬ 
graph is made by a Limited Partner), the extent, if any, to which interest on Partnership indebtedness 
will be subject to disallowance will depend on each Limited Partner's particular circumstances. 

Disposition of Interests in the Partnership. When a Limited Partner's interest in the Partnership is 
liquidated, the Limited Partner will recognize capital gain to the extent that the cash distributed upon 
withdrawal exceeds the Limited Partner's adjusted tax basis in its interest in the Partnership. If a 
Limited Partner receives only cash, rather than an in-kind distribution of Partnership assets, on liqui¬ 
dation of its interest in the Partnership, such Limited Partner will recognize a capital loss to the extent 
that the adjusted tax basis in its interest exceeds such cash. If, however, a Limited Partner liquidates 
less than its entire interest in the Partnership or receives any distribution of property other than cash 
in connection with the liquidation of its interest, such Limited Partner will not recognize a loss, if any, 
until such interests are completely liquidated and any such distributed property is disposed of in a 
taxable transaction. 

A Limited Partners adjusted tax basis for its interest in the Partnership generally will be equal to the 
amount of its initial capital contribution and will be increased by (a) any additional capital contribu¬ 
tions made by such Limited Partner and (b) such Limited Partner's allocable share of (i) items of 
Partnership taxable income and gain and (ii) nonrecourse indebtedness of the Partnership (allocated 
among the Partners in accordance with their profit sharing ratios). Such adjusted tax basis generally 
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will be decreased, but not below zero, by such Limited Partner's allocable share of (i) items of Partner¬ 
ship taxable deduction and loss and (ii) cash distributions by the Partnership or constructive distribu¬ 
tions resulting from a reduction in such Limited Partner's share of nonrecourse indebtedness of the 
Partnership. 

Unrelated Business Taxable Income. To the extent the Partnership obtains SBIC financing, an inves¬ 
tor that is otherwise exempt from U.S. federal income tax will have unrelated business taxable income 
("UBTI") (under sections 512-514 of the Code) on that portion of its gains from the Partnership attrib¬ 
utable to SBIC financing. The General Partner will explore alternative structures to avoid passing 
UBTI through to its tax-exempt investors; however, there is no assurance that the General Partner will 
be able to develop cost effect structure to avoid UBTI. The potential for having income characterized 
as UBTI may have a significant effect on any investment by a tax-exempt entity in the Partnership. 
Tax-exempt investors should consult their own tax advisors regarding all aspects of UBTI. 

Non-U.S. Investors. The Partnership expects to conduct its affairs so that it will not be engaged in a 
trade or business for U.S. federal income tax purposes. As a result, the Partnership expects that a non- 
U.S. person (that is not otherwise subject to U.S. income tax) will be subject to U.S. tax (withholding or 
otherwise) on their share of the Partnership's capital gains. However, the Partnership will be required 
to withhold on a non-U.S. person share of any dividend income derived through the Partnership from 
U.S. companies. The partnership does not expect to earn significant dividend income. 

Information Returns and Schedule. The Partnership will file an information return on IRS Form 1065 
and intends to provide information on Schedule K-l to each Limited Partner generally within 120 
days following the close of the Partnership's taxable year. 

Tax Elections. The Code provides for optional adjustments to the basis of Partnership property upon 
distributions of Partnership property to a Partner and transfers of interest in the Partnership, includ¬ 
ing transfers by reason of death, provided that a Partnership election has been made pursuant to 
Section 754 of the Code. As a result of the complexities and added expense of the tax accounting 
required to implement such an election, and because such election, once made, is irrevocable, it is 
highly unlikely that the General Partner will make such an election. Accordingly, any benefits that 
might be available to the Partners by reason of such an election would be foreclosed. 

Tax Audits. Under the Code, adjustments in tax liability with respect to Partnership items generally 
will be made at the Partnership level in a single partnership proceeding rather than in separate pro¬ 
ceedings with the Partnership or the Partners. The General Partner will represent the Partnership as 
the "tax matters partner" during any audit and in any dispute with the IRS. Each Limited Partner will 
be informed by the General Partner of the commencement of an audit of the Partnership. The legal 
and accounting costs incurred in connection with any audit of the Partnership's tax returns will be 
borne by the Partnership, but Limited Partners will bear the cost of audits of their own tax returns. 
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The period for assessing a deficiency against a partner in a partnership, such as the Partnership, with 
respect to a partnership item is the later of three years after the Partnership files its return or, under 
certain circumstances, if the name, address, and taxpayer identification number of the partner do not 
appear on the Partnership return, one year after the IRS is furnished with such information. The 
General Partner may consent on behalf of the Partnership to an extension of the period for assessing a 
deficiency with respect to a Partnership item. As a result, a Limited Partner's Federal income tax 
return may be subject to examination and adjustment by the IRS for a Partnership item more than 
three years after such return has been filed. 

If adjustments are made to items of Partnership income, gain, loss, deduction or credit as the result of 
an audit of the Partnership, the tax realm of the Limited Partners may be reviewed by the IRS, which 
could result in adjustments of non-Partnership items as well as Partnership items. 

Prospective investors should note that the Treasury Department has examined and continues to study 
among other things, the administrative and compliance issues related to the tax treatment of large 
partnerships, including the issues of imposing collection and / or withholding of tax at the partner¬ 
ship level and procedures for audits and assessments of partnerships and partners. 

Certain ERISA Considerations. Fiduciaries of employee benefit plans ("Plan Investors") subject to 
the U.S. Employee Retirement Security Act of 1974, as amended ("ERISA"), section 4975 of the Code 
or similar provisions under applicable state law (each a "Plan"), considering purchasing Interests 
should consult with their own counsel regarding the application of ERISA, the Code or applicable 
state laws to their purchase. ERISA and the Code do not define "plan assets." However, regulations 
(the "Plan Asset Regulations") promulgated under ERISA by the U.S. Department of Labor generally 
provide that when a Plan acquires an equity interest in an entity that is neither a "publicly-offered 
security" nor a security issued by an investment company registered under the Investment Company 
Act, the Plan's assets include both the equity interest and an undivided interest in each of the under¬ 
lying assets of the entity unless it is established either that the equity participation in the entity by 
"benefit plan investors" is not "significant" or that the entity is an "operating company," in each case 
as defined in the Plan Asset Regulations. The definition of "operating company" in the Plan Asset 
Regulations includes, among other things, a "venture capital operating company," as defined in the 
Plan Asset Regulations (a "VCOC"). Generally, in order to qualify as a VCOC, an entity must demon¬ 
strate on its "initial valuation date" (as defined in the Plan Asset Regulations) and annually thereafter 
that at least 50% of its assets, valued at cost (other than short-term investments pending long-term 
commitment) are invested in operating companies (other than VCOCs) (i.e. operating entities that (i) 
are primarily engaged directly, or through majority owned subsidiaries, in the production or sale of a 
product or service other than the investment of capital or (ii) qualify as "real estate operating compa¬ 
nies" as defined in the Plan Asset Regulations) in which such entity has direct contractual manage¬ 
ment rights. In addition, to qualify as a VCOC an entity must, in the ordinary course of its business, 
actually exercise such management rights with respect to at least one of the operating companies in 
which it invests. 
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Other Tax Law Considerations. The foregoing discussion is only a summary and is based upon exist¬ 
ing federal income tax law. Prospective investors should recognize that the federal income tax treat¬ 
ment of an investment in the Partnership may be modified at any time by legislative, judicial or ad¬ 
ministrative action. Any such changes may have retroactive effect with respect to existing transac¬ 
tions and investments and may modify the statements made above. 

In addition to the federal income tax consequences described above, the Partnership, as well as the 
Limited Partners, may be subject to various state and local taxes. A Limited Partner's allocable share 
of Partnership income or loss may be required to be included in determining such Partner's report- 
able income for state or local tax purposes. In addition, state and local taxation of gains and losses 
from the Partnership's activities may differ from the treatment of such gains and losses for federal 
income tax purposes. Prospective investors are urged to consult their tax advisors with respect to the 
state and local tax consequences of acquiring, holding and disposing of interests in the Partnership. 

Other Regulatory Considerations. While Genesis may be considered similar to an investment 
partnership, it does not intend to register as such under the Investment Partnership Act of 1940, as 
amended (the "1940 Act") (in reliance upon an exemption thereunder), and, accordingly, the provi¬ 
sions of the 1940 Act (which, among other matters, require investment companies to have a majority 
of disinterested directors and regulate the relationship between the advisor and the investment 
Partnership) would not be applicable. The General Partner believes that the nature of Genesis will 
not subject Genesis to the requirements of the 1940 Act while it is a private partnership; however, 
there is a possibility that Genesis may have to register as an investment partnership under the 1940 
Act upon its public offering, if any. If Genesis becomes subject to the 1940 Act, the various restric¬ 
tions imposed by that Act and the substantial costs and burdens of compliance therewith could 
adversely affect the operations and profitability of Genesis. Although Genesis presently believes it 
could qualify as a "business development company" subject to lesser restriction, neither the Gen¬ 
eral Partner nor the legal counsel to Genesis can assure prospective Investors that under certain 
conditions, changing circumstances or changes in the law. Genesis may not become subject to such 
regulation. 
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